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PUBLIC HOUSING IN THE COMPETITIVE MAR- 
KET PLACE: DO AFFORDABLE AND PUBLIC 
HOUSING DEVELOPMENTS BENEFIT FROM 
PRIVATE MARKET AND OTHER FINANCING 
TOOLS? 


TUESDAY, MAY 23, 2006 

House of Representatives, 

Subcommittee on Federalism and the Census, 

Committee on Government Reform, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
2154, Rayburn House Office Building, Hon. Michael R. Turner 
(chairman of the subcommittee) presiding. 

Present: Representatives Turner, Dent, Foxx, Clay, and Maloney. 

Staff present: Shannon Weinberg, counsel; Juliana French, clerk; 
Adam Bordes, minority professional staff member; and Cecelia 
Morton, minority office manager. 

Mr. Turner. A quorum being present, this hearing on the Sub- 
committee on Federalism and the Census will come to order. Wel- 
come to the subcommittee’s hearing entitled, “Public Housing in 
the Competitive Marketplace: Do Affordable and Public Housing 
Developments Benefit From Private Market and Other Financing 
Tools?” 

This is the third in this series of hearings in the Federalism and 
the Census Subcommittee which we are holding on public and low- 
income housing. The purpose of today’s hearing is to learn how fin- 
anciers and developers in the multifamily affordable housing indus- 
try obtain structure of the various forms of capital used in the de- 
velopment of low and mixed-income housing developments. 

The Federal Government, through the Department of Housing 
and Urban Development, and ultimately through the various public 
housing authorities, plays a significant role in developing afford- 
able housing by providing seed money for these projects. Federal 
funds provided to the low-income tax credit help fix grants, the 
Public Housing Capital Fund, and the Capital Fund Financing Pro- 
gram have all been heavily used to leverage additional private 
sources of capital for these projects. 

Developers have also successfully used other Federal programs, 
such as the Home Investment Partnerships Program, the Commu- 
nity Development Block Grant, and CDBG Section 108 loan guar- 
antees to raise capital funds for development projects. 

Congress has recently decreased funding for many of these pro- 
grams in recent years. At the same time, many of the statutory and 
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regulatory requirements of these Federal programs often encumber 
the use of Federal moneys, creating significant delays and project 
closings. The complex nature of these programs has caused some 
would-be investors and lenders to walk away from certain projects. 
Our goal here today is to learn from those in the industry and in- 
vestigate ways in which Congress can streamline the use of the 
Federal Government’s various sources of project capital so they can 
be more easily integrated into mixed or multi layered financing 
packages. 

Your comments will help us shape any recommendations that we 
make to our colleagues in Congress as well as to the administration 
on how we could improve the current system and attract even 
greater private investment in affordable housing projects. 

The panel that we have today consists of three witnesses from 
the private sector who will share with the subcommittee their expe- 
riences with the financing of large low-income and mixed-income 
housing projects. First, we will hear from Patrick Clancy, president 
and CEO of the Community Builders Inc. Community Builders is 
a nonprofit developer of low and mixed-income housing projects 
over the Boston area. Next we will hear from Wendy Dolber, man- 
aging director of tax exempt financing. Standard & Poor’s Rating 
Services. Finally we have Brian Tracey, community development 
banking market executive for Bank of America’s Atlantic region. 

With that, I welcome each of you here today, and I look forward 
to your comments. Each witness has kindly prepared written testi- 
mony which will be included in the record of this hearing. Wit- 
nesses will notice that there is a timer light at the witness table. 
The green light indicates that you should begin your prepared re- 
marks, and the red light indicates that the time has expired. The 
yellow light will indicate when you have 1 minute left in which to 
conclude your remarks. 

Our ranking member, Mr. Clay, has notified us that he does in- 
tend to join us today, and we’ll be looking for his attendance and 
his opening statement at a later time, perhaps. It is the policy of 
this committee that all witnesses be sworn in before they testify. 
Will the panel please raise your right hands and stand? 

[The prepared statement of Hon. Michael R. Turner follows:] 



3 


TOM OAVIS. VIRGINIA 
CHAIRMAN 


HENRY A. WAXMAN, CALIFORNIA 
RANKING MINORITY MEMBER 


ONE HUNDRED NINTH CONGRESS 

Consregg ot tije ^tateg 

l^ousie of iSleprtStntatitieS 

COMMITTEE ON GOVERNMENT REFORM 
2157 Rayburn House Office Builoing 
WAS' iffjGTON. DC 20515-6143 

Maior^r (200) 22» S074 
Mra«y KOZ) 225- 5061 


Subcommittee on Federalism and the Census 
Congressman Michael R. Turner, Chairman 



OVERSIGHT HEARING 

STATEMENT BY MICHAEL R. TURNER, CHAIRMAN 

Hearing topic; “Public Housing in the Competitive Market Place: Do Affordable and 
Public Housing Developments Benefit from Private Market and Other Financing Tools?** 

Tuesday, May 23, 2006 
10:00 AM 

2154 Rayburn House Office Building 


OPENING STATEMENT 


Welcome to the Subcommittee’s hearing entitled, “Public Housing in the Competitive 
Market Place: Do Affordable and Public Housing Developments Benefit from Private Market 
and Other Financing Tools? " 

This is the third in a series of hearings the Federalism and the Census Subcommittee is 
holding on public and low-income housing. The purpose of today’s hearing is to learn how 
financiei^ and developers in the multifamily affordable housing industry obtain and structure the 
various forms of capital us^ in the development of low- and mixed-income housing projects. 

The Federal Government, through the Department of Housing and Urban Development 
(HUD), and ultimately through the various Public Housing Authorities (PHAs), plays a 
significant role in developing affordable housing by providing seed money for these projects. 
Federal funds provided through the Low-income Housing Tax Credit, HOPE VI grants, the 
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Public Housing Capital Fund, and the Capital Fund Financing Program, have all been 
heavily used to leverage additional private sources of capital for these projects. Developers have 
also successfully used other federal programs such as the HOME Investment Partnerships 
Program, the Community Development Block Grant (CDBG), and CDBG Section 108 Loan 
Guarantees to raise capital funds for development projects. 

Congress has decreased funding for many of these programs in recent years, prompting 
some in the private sector to question the certainty and soundness of their equity investments and 
loans in affordable housing development projects. 

At the same time, many of the statutory and regulatory requirements of these Federal 
programs often encumber the use of federal monies, creating significant delay in project 
closings. The complex nature of these programs has caused some would-be investors and 
lenders to walk away from certain projects. 

Our goal here today is to leam from those in the industry, and investigate ways in which 
Congress can streamline the use of the Federal Government’s various sources of project capital 
so that they can be more easily integrated into mixed- or multi-layered financing packages. Your 
comments will help us shape any recommendations we make to our colleagues in Congress, as 
well as to the Administration, on how we can improve the current system and attract even greater 
private investment in affordable housing projects. 

Today we have three witnesses from the private sector who will share with the 
Subcommittee their experiences with the financing of large low-income and mixed-income 
housing projects. First, we will hear from Patrick Clancy, President and CEO of The 
Community Builders, Inc. The Community Builders is non-profit developer of low- and mixed- 
income housing projects out of the Boston Area. Next, we will hear from Wendy Dolber, 
Managing Director of Tax Exempt Financing. Standard & Poor’s Rating Services. Finally, we 
have Brian Tracey, Community Development Banking Market Executive, for Bank of America’s 
Atlantic Region. 

Thank you and I look forward to your testimony. 

urn 
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[Witnesses sworn.] 

Mr. Turner. Will the record show that all witnesses have re- 
sponded in the affirmative. And I want to thank Mr. Clay for his 
support and his continued interest in community development and 
recognize him for his opening statement. 

Mr. Clay. Thank you, Mr. Chairman. Mr. Chairman, I thank you 
for holding today’s hearing on the role of private capital financing 
in our Nation’s public housing. As we continue in our work to im- 
prove public housing, today’s hearing will allow us to examine how 
both Congress and the private sector can work in tandem to meet 
the need for public housing nationwide. 

Since the enactment of the Low-Income Housing Tax Credit Pro- 
gram in 1986, the role of private capital in public housing has af- 
forded increased options to local housing authorities facing signifi- 
cant building and restoration needs. This partnership is sorely 
needed as our Nation’s affordable housing stock is decreasing, and 
public housing faces capital improvement needs approaching $20 
billion annually. Nevertheless, Federal resources for capital im- 
provements remain inadequate while local agencies face daunting 
approval processes for proposed projects that are funded. 

As in previous years, the President’s budget for fiscal year 2007 
provides no funding for the HOPE VI Program that is essential to 
the revitalization programs of dilapidated public housing com- 
plexes. In addition, the budget costs are shrinking the amount of 
funding for the Public Housing Capital Fund by nearly $250 mil- 
lion from fiscal year 2006 funding level. This is sending the wrong 
signal at the wrong time to our capital markets. 

I suggest to you, Mr. Chairman, that inconsistent support for 
these programs will only lessen the commitment to public housing 
from the private sector. If our PHAs cannot depend on long-term 
capital commitments from the Federal Government, it makes little 
business sense for the private sector to hold up their end of the 
bargain. While we in Congress will often step in at the 11th hour 
to fund these programs, these solutions lack a firm commitment to 
private market participants seeking to provide favorable lending 
terms or adequate resources to our PHA. 

This concludes my remarks, and I look forward to our testimony 
today. Thank you, Mr. Chairman. 

Mr. Turner. Thank you, Mr. Clay. And with that, we’ll begin 
with Mr. Clancy. 

STATEMENTS OF PATRICK CLANCY, PRESIDENT AND CEO, 
THE COMMUNITY BUILDERS, INC.; WENDY DOLBER, MANAG- 
ING DIRECTOR, TAX EXEMPT FINANCING, STANDARD & 
POOR’S RATING SERVICES; AND BRIAN TRACEY, COMMU- 
NITY DEVELOPMENT BANKING MARKET EXECUTIVE ATLAN- 
TIC REGION, BANK OF AMERICA CORP. 

STATEMENT OF PATRICK CLANCY 

Mr. Clancy. Thank you, Mr. Chairman. Good morning. My name 
is Pat Clancy. I lead an organization that has been building afford- 
able housing and transforming neighborhoods for over 40 years. I’m 
proud of the Community Builders’ record of producing over 20,000 
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units of affordable and mixed-income housing in cities across the 
Northeast, the mid-Atlantic and the Midwest. 

Let me start by stating the key value proposition. The value of 
the housing investment in new mixed income housing that is re- 
placing devastated public housing lies in changed lives and 
changed neighborhoods, not simply in the new housing. As the 
community development field has evolved, change agents such as 
my organization have increasingly come to take a holistic view of 
neighborhoods and markets and to propose comprehensive neigh- 
borhood revitalization efforts [CNR], rather than small-scale reha- 
bilitation or new construction. 

In our view, public investment and public-private development 
activity must operate on a scale sufficient to reposition a neighbor- 
hood in its regional market and to stimulate broader economic ac- 
tivity. 

Prior to the HOPE VI program, the ability to mount large-scale 
redevelopment initiatives capable of transforming neighborhoods 
was a critical element missing from our urban policy. By now, the 
ingredients behind the success of HOPE VI are well known, scales 
sufficient to change neighborhood markets, leveraging private sec- 
tor capital and development capacity, high-quality design, construc- 
tion and amenities, comprehensive intervention across sectors, and 
careful attention to both physical development and human develop- 
ment, with particular emphasis on jobs and improved schools. We 
focused our energies on over a dozen redevelopment efforts under 
HOPE VI to reach these broader goals, and I’ve included informa- 
tion on Louisville and Chicago as an appendix to my testimony. 

From our experience I want to offer some recommendations for 
your consideration. No. 1, I would propose to make a larger share 
of public housing capital funding available in a competitive basis 
rather than by formula. There’s $2.5 billion in public housing cap- 
ital allocated by formula, and only $100 million this year competi- 
tively via HOPE VI. If Congress wants housing authorities to use 
more of their capital funding in more leveraged and comprehensive 
efforts as I am urging, it should make a higher proportion of that 
funding available competitively. 

No. 2, reward leverage and comprehensive approaches in com- 
petitive allocations. The HOPE VI administrative way does that 
now. There would be considerable value in embracing leverage and 
comprehensiveness in a legislative framework. For example. Sen- 
ator Mikulski, in her proposed reauthorization bill, requires part- 
nerships with local schools, and that’s one example of that type of 
approach. 

No. 3, recognize that you get what you pay for. The early HOPE 
VI program allowed for a $250,000 planning grant so authorities 
could put teams together, go out and really think through and map 
out a long-term revitalization plan before coming in and competing 
for the grant itself. That program should be reinstituted, and more 
comprehensive efforts should not be penalized but should be re- 
warded as long as they make consistent progress against ambitious 
goals. 

There is a funding issue that needs to be addressed in one of two 
ways. Either housing authorities who get grants need to be able to 
draw that money down and make interim investments with it or 
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the budget outlays need to be planned over multiple years so that 
there’s no unreasonable pressure on getting all the money commit- 
ted in 1 year because these are just not that kind of programs. 
With the scope of so many of these efforts being so broad with mul- 
tiple phases in most instances, the idea that the program should 
be curtailed because the money isn’t being spent fast enough is 
nuts. 

No. 4, we need to explore the next financial frontier. Let me 
make it simple. We’re taking the worst environments in neighbor- 
hoods and putting them in a position where they become the best 
housing, and that creates enormous value. We need to capture that 
value both by acquiring additional land for future development and 
by capturing the tax revenues that are going to come out of those 
increased values. Both of those areas represent a next critical fron- 
tier for these efforts, and it’s a critical frontier because it takes le- 
verage beyond tax credits, beyond home, beyond mortgage financ- 
ing, and it takes us out into capturing the future value and bring- 
ing that forward so we can invest today. 

I appreciate, as somebody out there for the last 35 years working 
at rebuilding neighborhoods, the attention that this committee is 
putting on this important topic, and I appreciate the opportunity 
to be here in front of you today. Thanks very much. 

Mr. Turner. Thank you. 

[The prepared statement of Mr. Clancy follows:] 
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Good morning. 

My name is Pat Clancy. I lead an organization that has been building affordable housing 
and transforming neighborhoods for over 40 years. I am proud to say The Community 
Builders has produced over 20,000 units of affordable and mixed-income housing in 
cities across the Northeast, MidAtlantic and Midwest. Over the years, we have worked 
with nearly every HUD program and the full spectrum of tax incentives put in place to 
spur urban revitalization. We have been a consistent innovator in real estate finance, and 
a partner with HUD and Congress in shaping new initiatives to confront the challenges of 
our cities. 

I welcome the opportunity to come before you today. Community development today is 
at a crossroads. Cities are rebounding, retailers are rediscovering the purchasing power in 
urban markets, and developable land is increasingly scarce. Cities are now faced with 
solving difficult development challenges, rezoning former industrial areas, remediating 
brownfields, and undoing the harm caused by poor public housing siting, design, and 
management policies. Housing authorities, their land, capital, and operating resources are 
increasingly being re-integrated into the larger system of urban development through 
innovative public/private partnerships and mixed-finance transactions. A new generation 
of housing programs and strategies is required to address current challenges, stimulate 
urban economies, unlock real estate value, and generate tax revenues to support vital 
public investments and public services. 

As this Committee has heard, the HOPE VI program has over the past decade proven 
remarkably successful in removing the most glaring failures of public housing and 
spurring dramatic revitalization in areas long thought to be some of the worst pockets of 
intractable poverty in America. Community Builders has been involved in 16 of these 
projects across the country, in diverse locales and markets ranging from Louisville, 
Kentucky to Cincinnati, Ohio to Chicago, Illinois, to Norfolk, Virginia. We have also 
been partners with HUD and local housing agencies in numerous other efforts to 
transform public housing outside the HOPE VI context and to preserve assisted housing 
resources at risk of loss. 

Let me start by stating a key value proposition; The value of this housing investment lies 
in changed lives and changed neighborhoods, not simply new housing. As the community 
development field has evolved, change agents such as Community Builders have 
increasingly come to take a holistic view of neighborhoods and markets, and to propose 
comprehensive neighborhood revitalization strategies, what we call CNR, rather than the 
small-scale rehabilitation or new construction of a building here and a building there. 
While laudable for providing a few units of affordable housing, or addressing discrete 
instances of urban blight, piecemeal development does not trigger real change in the 
economics of an urban marketplace or in the lives of families. In our view, public 
investment and public/private development activity must operate on a scale sufficient to 
reposition a nei^borhood in its regional market and stimulate broader economic activity 
in a neighborhood. Bold investment strategies should aim to rejuvenate the engine of 
value creation and economic progress that was made dormant by changing economic 
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circumstances and housing policies that produced extreme physical and social isolation of 
very poor families in public and assisted housing. 

Despite the economic prosperity of the 1990s, enclaves of concentrated poverty continue 
to plague urban neighborhoods. Often dominated by large, distressed housing complexes, 
these neighborhoods struggle with high unemployment, drugs, crime, failing schools, 
disinvestment, and limited economic opportunities. 

Resources typically available for community development projects - such as federal 
HOME, CDBG, Low Income Housing Tax Credits, and City and State Capital funds - 
have fallen short in addressing concentrated poverty. Prior to the HOPE VI program, the 
ability to mount large-scale redevelopment initiatives capable of transforming these 
neighborhoods was a critical missing element in our urban policy. 

HOPE VI has provided the resources to make meaningful change possible. 
Comprehensive neighborhood planning and large-scale housing developments replace 
blight with attractive new mixed-income housing assets, spurring further investment in 
housing, retail/commercial amenities, and community facilities. More and more leaders 
in our cities have seen the potential to adopt bolder visions, moving beyond physical 
redevelopment to: 

■ Engage employers, workforce development service providers, local school 
administrators, youth development organizations, and family support providers in 
developing an integrated service delivery system at the neighborhood level; 

• Make systemic change in neighborhood service delivery - with an outcomes 
orientation, use of proven program models, and consistent performance 
measurement; and 

• Enable community building, with growing capacity for effective advocacy to 
protect neighborhood gains and advance plans for continued improvement. 

By now the ingredients behind the success of HOPE VI are well-known: 

• Scale sufficient to change neighborhood markets 

• Leveraging private sector capital and development capacity 

• High quality design, construction and amenities 

■ Comprehensive intervention across sectors 

• Careful attention to both physical development and human development (Jobs, 
schools, quality after-school programs, etc.) 

We have focused much of our energies on insuring that these redevelopment efforts reach 
these broader goals. In the Appendix to this testimony, I describe the fruits of those 
labors as we see them unfolding in our work in Louisville, Kentucky and Chicago, 

Illinois - two examples of broad and comprehensive efforts with strong local leadership 
and support. 
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Bearing in mind the lessons of HOPE VI, I offer the following recommendations for your 
consideration: 

I. Make a larger share of public housing capital funding available on a 
competitive basis rather than by formula. 

In recent years, total capital funding for public housing has been reduced from 
approximately $3B a year to approximately $2.6B a year. This reduction has 
been focused almost exclusively on the HOPE VI program - the only part of 
public housing capital funding that is competitively allocated according to 
criteria that encourage leverage, public/private partnerships and more 
comprehensive efforts. There is a well staffed capacity in the Public and 
Indian Housing section of HUD that is still utilized to process annual 
competitive allocations - just for much smaller amounts of money. If 
Congress wants housing authorities to use more of their capital funding in 
more leveraged and comprehensive efforts - as I am urging - it should make a 
higher proportion of that funding available competitively. Maximum award 
amounts in HOPE VI should also be increased back to the original $50M from 
the recently reduced $20M maximum to expand the range and scope of 
feasible projects. 

II. Reward leverage and comprehensive approaches in competitive allocations. 

The HOPE VI administrative process has been developed to score applications 
according to a broad set of criteria that reward more leveraged and 
comprehensive efforts. However, there would be considerable value in 
embracing leverage and comprehensiveness in a legislative framework that 
sets broader parameters for large-scale efforts, thereby stimulating HUD as 
well as local authorities and their partners to reach beyond the real estate to 
the broader impacts critical to the neighborhoods and to peoples’ lives. 

Senator Mikulski's proposed reauthorization bill requiring partnerships with 
local schools is an example of this approach. 

III. Recognize you get what you pay for. 

One feature of the HOPE VI program in earlier years was allocation of initial 
planning grants in amounts ranging up to $250,000 to enable authorities to put 
a development team together and do a thoughtful plan for a comprehensive 
revitalization effort before formally submitting for competitive funding. This 
process recognized the significant upfront investment needed to appropriately 
design these comprehensive efforts and should be reinstituted. 

More comprehensive efforts take time: to bring a wider set of stakeholders 
together, to get a coherent set of decisions made in a variety of different 
places, to align complex forces and additional funding resources and to 
implement the appropriate sequence of residential and other real estate. 
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economic and social programs. Robust efforts should be rewarded, not 
penalized, as long as they make consistent progress against ambitious goals. 
Longer time frames should be allowed and planned for in one of two ways: 

■ Authorities could be allowed to draw down funds and earn money on 
careful interim investments, with earnings treated as program income and 
added to the resources of the undertaking: or 

■ The budgetary treatment of awards could be modified so that an award is 
perhaps treated like a five year grant contract rather than as a one year 
budgetary matter, lessening expectations for unreasonably rapid progress. 

IV. Explore the next financial frontier. 

As I have indicated, the value of large-scale housing investments is in 
changed lives and changed neighborhoods, not simply new housing. This 
value unleashes a tremendous economic potential in our urban neighborhoods. 
Yet investment in changing lives and changing neighborhoods goes beyond 
the housing investment and needs broader resources to be successful. We 
need to find ways to capture value created and harness it to make broader 
public investments critical to comprehensive efforts. 

Let me put it in simple economic terms: you take the most distressed housing 
with (often) the most severe physical and social problems in a neighborhood 
and you transform it into vibrant new housing meeting current market 
standards that will be (often) the best housing in the neighborhood. Property 
values around this site are highly likely to increase significantly. This 
increase will be even more dramatic if in fact the effort is a more 
comprehensive one, improving educational outcomes for kids and connecting 
neighborhood residents to better jobs. A truly strategic approach, acquiring 
additional land that can support additional development and capture increased 
property values, is almost always beyond the reach of the available resources 
and attention. Utilizing early acquisitions and borrowing against future 
property value increases to fund investments in critical dimensions of a 
broader effort can create a “virtuous cycle” that enables more families to 
succeed and increases neighborhood values further. 

We are currently working to acquire privately substantial additional property 
in one city for precisely these reasons. We are in the process of arranging 
financing through a combination of conventional bank financing and 
philanthropic and public support. A similar effort, more broadly focused, has 
recently been launched in New York City with the support of both city 
government and local and national foundations to support property acquisition 
by both for-profit and non-profit community development entities. These 
carefully designed acquisition loan facilities provide essential capital 
financing to secure land and assemble parcels in highly competitive markets, 
realizing opportunities for mixed-income development at scale that could 
easily be lost without structured interventions. Housing authorities, in 
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partnership with other actors, could play a critical role in providing funding or 
credit enhancement to such loan facilities. 

Another part of the future revenue stream from comprehensive efforts is 
increased tax revenues from properties that formerly have not generated any 
tax revenues. In some cities, like Chicago, tax increment financing is widely 
used to capitalize future tax streams to support current investments in 
redevelopment. Most localities, however, are not in the position to take 
advantage of tax increment financing, either because state enabling legislation 
is not in place or because they tack the technical sophistication or fiscal health 
to take such front-end risk. Housing authority resources could be helpful in 
addressing these gaps. 

Both of these areas - land acquisitions and borrowing against future values 
and borrowing against future revenue streams from increased property tax 
revenues - represent a critical next frontier for funding comprehensive 
neighborhood revitalization efforts in urban areas. HUD should be 
encouraged to utilize up to 10% of its competitively allocated public housing 
capital to support pioneering efforts to create new vehicles to capture future 
value to support vital investments. 

V. Make some midcourse corrections to the HOPE VI program. 

My three specific suggestions would be; 

a) Separate annual contribution contracts for units that are part of 
tax credit investments from other operating subsidy streams. 
Currently, due to the common expectation of consistent 
underfunding of public housing operating budgets, syndicators 
require that millions of dollars of investment capital be set aside 
in reserves in case anticipated streams of operating subsidies to 
mixed finance projects do not materialize. Such an event would 
not only impose financial hardship on projects, but could result 
in a wrenching, disruptive, and costly need to substantially 
repopulate the properties with higher income tenants if subsidies 
are inadequate. Separate ACCs with prescribed provisions for 
changes to annual allocation amounts for increased expenses and 
with recognition from Congress of the investor reliance on these 
contracts would, 1 believe, enable the marketplace to reduce 
reserve requirements and, therefore, make tax credit equity 
investments significantly more efficient. 

b) Create incentives for increasing tenant rent payments from 
public housing units in mixed finance developments and 
neutralize housing authorities from the impact of those 
incentives. Currently, successful efforts to increase tenant 
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incomes and tenant rent payments in revitalization efforts result 
in a reduction in overall operating subsidy funds flowing from 
HUD to the housing authority. Housing authorities therefore 
have no choice but to insure that subsidies are reduced to the 
unit that generates the additional income. It’s critical to create 
an incentive structure in mixed income developments that 
supports investing in the earning potential of low income 
families and enables additional revenues from rising incomes to 
support further investments in family supports, employment 
success, and asset building. 

c) Make breakthroughs and efficiencies in the highly cumbersome 
processing of individual components of large public housing 
revitalization efforts. Most of these efforts have four or five or 
six phases. Each phase ends up going through a time- 
consuming and cumbersome process with HUD staff This 
process will become even more difficult as competitive 
allocations expand. 

HUD has attempted to expedite processing beyond first phases 
by allowing, in certain cases, the same documents to be used and 
modifications to be reviewed on an expedited basis. While a 
good idea, this approach has not worked terribly well in practice. 
Expedited processing should be taken to another level: I would 
propose that beyond the first phase of a revitalization effort 
compliance with program requirements be audited on a post 
closing basis. That is, housing authorities and developers would 
be able to proceed with closing on subsequent phases, honoring 
the same framework establishing with HUD in their initial phase 
documentation, with HUD compliance review of later phase 
documents after the transaction has closed. Such an innovation 
would cut transaction time and cost significantly. It would take 
significant work on HUD’s part to put such a change in place 
and it would need Congressional impetus to take it on - but the 
savings for everyone involved would be tremendous. 


Before closing, I’d like to make one point that reaches beyond the public housing 
arena directly. As a leading non-profit developer and owner/operator of mixed 
income housing, we worked extensively with the administration and Congress in 
creating a mixed finance program for public housing and have utilized it in 20 
locations. We have played an active and pioneering role in these transactions 
because we saw the great potential to undertake real community building. The 
incredibly positive results speak for themselves and the approach has been widely 
embraced. 


Page 6 



15 


We also advocated for a similar approach to distressed Section 8 properties - 
privately-owned properties receiving Section 8 project-based assistance but in 
need of similarly comprehensive revitalization, often including their demolition 
and replacement with new mixed income housing. At one point, when HUD was 
asked before Congress about its opposition to our efforts to undertake path- 
breaking assisted housing preservation projects in Indianapolis and Pittsburgh, 
HUD Secretary Martinez characterized the effort as trying to “put a HOPE VI 
spin on Section 8.” 

I am pleased to report that the transfer of project based assistance from an 
obsolete development to another development is now possible, authorized under 
Section 3 18 of the FY’06 HUD Appropriations Bill. As a result, we now have a 
vital new tool to implement creative HOPE Vl-style strategies to preserve 
affordable housing assets that are in private hands. This tool has an initial life that 
only extends to September 30, 2007 and we are busily working with HUD to seek 
to make it a tool that will be effectively utilized. While the tool does allow for the 
operating subsidy available through Section 8 to be transferred, and often times 
those rent levels can support some debt, it does not include a capital source that 
can facilitate the kind of redevelopment often necessary. Congress could 
substantially advance the use of Section 3 18 to support comprehensive 
neighborhood revitalization anchored by distressed assisted housing 
redevelopment, and achieve HOPE Vl-like neighborhood transformations, by 
enabling local housing authorities to use their capital resources and take oversight 
of the project based Section 8 contracts in connection with these efforts. 


I’d like to close on a personal note. I have spent my working life, the last 35 
years, in this work and with this organization caring about our cities and trying to 
support those in need in them in the best way I know how. Policy and funding 
issues critical to our success rarely get the airing they deserve in Washington DC. 
I want to say I deeply appreciate the interest that this subcommittee has shown - 
and particularly the leadership of Chairman Turner. 1 hope your interest in these 
matters will continue and I thank you for the opportunity to talk with you today. 
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Appendix 

Park Du Valle HOPE VI, Louisville, Kentucky 

The Park DuValle HOPE VI project in Louisville, Kentucky, built on and around the site 
of the former Cotter and Lang public housing project, is recognized as one of the most 
successful HOPE VI projects. Community Builders was the developer of all but the first 
rental phase. A case study by Mindy Turbov and Valerie Piper for the Brookings 
Institution Center on Urban and Metropolitan Policy found the following: 

Originally envisioned as the basic modernization of 1,1 16 units of dilapidated 
public housing, Louisville’s Park DuValle redevelopment has instead created a 
new urban community of renters and homeowners with a wide range of incomes. 
Based on new urbanist principles. Park DuValle’s design and layout has 
dramatically changed the physical landscape of Louisville’s West End. The 
development also represents a dramatic shift in how Louisville provides public 
housing: embracing private construction, management, and ownership; promoting 
the inclusion of public housing rental units within market-rate rental and 
homeownership units; and providing the amenities and public services that low- 
income households need and middle-income households expect. The Park 
DuValle redevelopment’s success is shown not only by the changes in the public 
housing provided at the site but also by the revitalization it has engendered in the 
surrounding neighborhood. 

Some illustrative statistics: 

Rents at Park DuValle, formerly one the worst areas in the city, are now only 
about 5% lower than competitive regional development and 2003 housing prices 
for three-bedroom, two-bath houses range from $78,217 to $244,429. 

Within the development area, census data reflects these changes. Household 
median income nearly tripled to an average of $22,701 in 2000 (all income figures 
used in this case study are trended to 2002 dollars). The poverty rate fell nearly 50 
percentage points to 28.5 percent. The neighborhood workforce participation rate 
was up, and its unemployment rate dropped to 7.2 percent — a rate lower than the 
city’s rate of 7.4 percent. Crime also fell dramatically — from an average overall 
crime report rate of 541 a year from 1990 to 1996 to an average of 64 a year from 
1997 to 2002. 

All of the major public facilities adjacent to the development have been 
modernized, and third-party commercial activity has increased. A vacant 
neighborhood shopping center was purchased and remodeled as a mixed-use 
facility, a new fast-food franchise recently opened, and a parcel across from the 
Park DuValle development is being targeted for a supermarket. 
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Census data for the two tracts to the north and east of the development show that 
Park DuValle essentially caught up to its surrounding neighborhood market area 
in terms of income and employment between 1 990 and 2000. . . The area to 
the north of the development is dominated by small homes; it shows the most 
dramatic changes with the redevelopment of the Park DuValle area. Median 
income for the neighborhood to the north increased 17 percent between 1990 and 
2000, to approximately 94 percent of the city’s median income. The rate of 
increase outperformed that of the city (7 percent) and the region (10 percent). 

Median income in the area to the east of the development increased by 5 percent, 
to approximately 76 percent of the city’s. Park DuValle’s median income is 
approximately 73 percent of the city’s, appropriate for a mixed-income 
development that includes low-income housing in both the rental and 
ownership components. 

Percent of population below the poverty line in 2000 tells a similar story: in the 
tract to the north, the poverty rate was 25 percent, to the east it was 3 1 percent, 
and in the Park DuValle area it was 29 percent, roughly in line with and reflecting 
the mix of incomes in the development. The overall city poverty rate in 2000 was 
22 percent. In terms of unemployment. Park DuValle’s 7.2 percent outperforms 
the neighboring areas, which show rates of 10 percent and 1 2 percent, in the north 
and east respectively. In each of the census tracts covering Park DuValle and the 
areas to the north and east, decreases in unemployment fi-om the 1990 census 
were much greater than the decrease for the city as a whole. 

The Park DuValle redevelopment demonstrates the effectiveness of using public 
housing dollars as an engine for neighborhood revitalization. It was accomplished 
by turning the four problems of Cotter and Lang Homes on their head: (1) by 
designing public housing units that were quality places to live and integrated with 
the surrounding neighborhood, (2) by partnering with private 
companies with experience in providing quality management in the ownership 
structure of the development, (3) by attracting middle and moderate-income 
households to live in the development, and (4) by framing the development within 
a more comprehensive strategy for neighborhood redevelopment that included 
important public services. 

Park DuValle transformed Louisville’s public housing, and it helped revitalize 
one of Louisville’s most distressed neighborhoods. 

The rent structure for market-rate units in the newer phases of rental development 
indicates that Park DuValle is competitive regionally. Twenty-nine percent of 
total rental units in Phases II through IV are market-rate, creating a significant 
need to attract higher income renters to the development. Initially, rents in the 
market-rate apartments were set 10 to 20 percent below the regional average for 
developments with similar unit sizes and amenities. Since the initial lease-up in 
1997 and 1998, these market-rate rents have been raised several times, for a total 
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increase of between 13 and 19 percent, depending on the type of unit (see table 
below). Rents in Low-Income Housing Tax Credit units have also been raised, 
within the limits set by affordability guidelines for households earning 60 percent 
or less of AMI. 

The homeownership units established and have since maintained a mix of 
incomes, seeking to appeal to middle-income households while retaining a 
commitment to low-income households. The stated income mix target for the for- 
sale component of the development is one-third low income (at or below 80 
percent of AMI), one-third middle-income (8 1 to 1 1 5 percent of AMI), and one- 
third higher-income (greater than 1 15 percent of AMI). The first phase of for-sale 
development roughly realized this goal, with the early sales establishing 
desirability for buyers in the higher portion of the income range. 

The home sale prices were also higher than originally expected, further indicating 
the market confidence in Park DuValle among a range of homebuyers. For 
instance, many participants in the planning process doubted that Park DuValle 
home ownership units would achieve price points over $100,000. In Phase I, 52 
percent of actual sales prices fell between $100,000 and $1 50,000, and 13 percent 
were higher than $150,000. The highest sales price achieved in Phase I was over 
$217,000. These were impressive values in a neighborhood where such market 
activity was less than robust. 

The prices at which the homeownership units have sold demonstrate the viability 
of the new community for middle-income households. In 2003, housing prices 
offered at Park DuValle for three bedroom, two+ bath homes range between 
$78,217 and $244,429. Since 1999, of the 122 completed sales and 17 pending 
sales, the lower-quartile price for Park DuValle units was $99, 193, the median 
price was $1 1 1,203, and the upper-quartile price was $137,381.12 Pending sales 
in the 2002-2003 pipeline have a median purchase price of $100,412.13 This 
lower median price reflects the recent shift in emphasis to subsidize lower-income 
groups. Median prices paid for the lot and structure — including construction costs, 
upgrades, and builder profit — increase somewhat by income group. All sales 
prices have been trended to 2002 dollars. 

The value of these units has appreciated; a city official involved with the project 
and subsequent individual refinancings using city-funded second mortgage 
incentives estimates that values have increased by 10 to 15 percent over 
approximately the past three years. The Park DuValle area’s concentration of 
poverty decreased precipitously. In 2000, individuals in households with incomes 
below the poverty line made up 28.5 percent of the population. This decrease of 
nearly 50 percentage points brought the area’s poverty rate roughly in line with 
those of adjacent neighborhoods. The poverty rate was still higher than the city’s 
overall rate, but the gap had diminished from 55 percentage points to seven. Over 
the same period, the neighborhood’s labor force participation rate increased 6.8 
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percentage points (to 56.8 percent), rising to a level greater than that of adjacent 
neighborhoods and close to the city rate of 60.8 percent. 

The Park DuValle area’s unemployment rate also improved dramatically... a drop 
of 27.4 percentage points to 7.2 percent, a rate lower than the city rate of 7.4 
percent. 

Housing values as reported to the census for the tract containing Park DuValle 
show the effects the new development had on the neighborhood’s existing stock. 

In the Park DuValle development itself, 15 homes were sold in 1999, 29 in the 
first half of 2000, and 40 in the second half of 2000. That most were not captured 
in the census sample is shown in the number of owner-occupied units in the 
sample, which increased by only four between 1990 and 2000. Even though most 
of the new homes were not captured, the impact of the enormous changes 
underway due to the Park DuValle development is evident. 

Values of units in the census tract containing Park DuValle came into line with 
the surrounding neighborhoods. They and homes in the surrounding neighborhood 
outperformed housing across the city in value appreciation. They also kept pace 
with or outperformed the region as a whole. A comparison of the Park DuValle’s 
homeownership sales prices and the neighborhood’s prices demonstrates that the 
development raised the value of property in the neighborhood. All dollar values 
were trended to 2002 dollars for purposes of this analysis... Rents reflect the 
mixed-income public housing nature of the Park DuValle development — lower 
quartile rents remain the same in 2002 dollars, but median and upper quartile rents 
are in line with the surrounding neighborhood. The growth of rents in the three 
neighborhood census tracts outperforms the growth of city and regional rental 
rates, and places median and upper-quartile neighborhood rents close to those 
charged elsewhere in Louisville. 

Taken together, these descriptive statistics paint a picture of how comprehensive 
neighborhood revitilization, driven by a bold vision for change, can improve both lives 
and neighborhoods. 

Oakwood Shores HOPE VI, Chicago, Illinois 

Redevelopment of the Madden Park, Ida B. Wells, and Clarence Darrow public housing 
projects has sparked a dramatic transformation in Chicago’s MidSouth area. Demolition 
of these former distressed housing projects, coupled with substantial public and private 
investment in new mixed-income housing, innovative school improvements, and 
emerging commercial/retail opportunities, promises to unlock significant value in 
underutilized properties in the area. 

Concerted efforts are underway to ensure that sites are assembled strategically so as to 
realize the highest and best use for the land and to capture a portion of the value created 
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to serve broad public interest in creating a viable mixed-income community with 
opportunities and supports for residents of all incomes. 

Current redevelopment plans call for construction of 3,000 new mixed-income rental and 
for-sale homes in five phases over 5-10 years. Over one-third of this development will 
take place off-site, in areas adjacent to the former Madden/Wells site. Total development 
cost for the residential components will exceed S900 million. Related investments in 
schools, community facilities, and retail/commercial amenities bring the total anticipated 
investment to over $1.1 billion. 

Community Builders as lead developer has been intimately involved in extensive and 
wide ranging discussions around components of the revitalization strategy with the 
Chicago Housing Authority, the City of Chicago and many of its agencies, local 
neighborhood political leadership, the University of Chicago, the MacAithur Foundation, 
and many constituencies in the broader community. What has emerged is a broad and 
ambitious vision that reflects both the depth of leadership supporting comprehensive 
revitalization in Chicago and the evolution of the “state of the art” in targe scale mixed 
income redevelopment. 

Elements of the vision for Oakwood Shores include: 

• Charter Schools 

Under the Mayor’s plan for change in public education, the University of Chicago 
has opened a pre-K to 8 charter school this past fall immediately adjacent to the 
new mixed-income housing we are creating. Attached to this Appendix is a table 
showing the dramatic progress in test results over the first months of operation of 
this school. New high quality public education for this mixed-income community 
is a central component of its long term strength. Our belief in its importance has 
us designing a complex financial plan that we hope will enable an additional 
charter high school to be created in the new community. 

• Quality Civic Spaces 

With broad public support, we are beginning a planning process for what we hope 
will be a top quality, state of the art civic building including recreational 
resources, arts, library, social and community program spaces and a smattering of 
small commercial uses. A collective effort to plan for such a facility and to make 
its funding a broad objective has wide public and institutional support. 

■ A “New Deal” with Public Housing Families 

The Chicago public housing transformation effort sets significant work and other 
requirements for public housing families to be able to reside in new units in the 
mixed-income developments. These standards are matched by a huge investment 
in supporting families in working to meet the requirements, and we and others are 
hugely focused on that effort - working with what are often second generation 
public housing families in developing a path to employment and achieving 
success on that path. This needs to be a long term effort and is a component 
critical to our long term success. 
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• An Array of Housing Types to Capture Market Value 

From single family homes to condominiums with lake views, the mixed-income 
community being created at Oakwood Shores has enormous potential which we 
are collectively working to maximize to achieve full economic diversity and 
strong market impetus from that achievement. 

• Expanded Commercial Activity 

With commercial development typically lagging the “rooftops”, the local Quad 
Community Development Corporation has undertaken an early and intensive 
effort to attract commercial development to a corridor adjacent to this community 
for expanded commercial activity to support the new community. Here again, 
more intensive efforts to assure that these amenities are available earlier in the 
revitalization process will bear huge fruit in market acceptance and the 
strengthening of values in the new neighborhood. 

How does an effort of this scope get done today? The environment at Oakwood Shores 
in Chicago is a strong basis for efforts to take comprehensive neighborhood revitalization 
to another level. The key elements that create this potential include; 

■ A strong, vibrant city with substantial prospects for increasing market values; 

• Strong city leadership and management and alignment of a wide range of 
departments; 

• A wealth of neighborhood stakeholders engaged and focussed collaboratively on a 
shared vision; and 

■ Major institutional support, including the University of Chicago, the MacArthur 
Foundation and the corporate community organized in a support vehicle called 
The Partnership for New Communities. 

This ambitious collective vision combined with an environment of high potential are 
propelling this effort forward. As lead developer. The Community Builders is 
challenging itself to play a catalytic role to serve the broader visions in two ways; 

• overall coordination of the multiple processes involved in the many different 
dimensions of activity; and 

• design and management of a truly integrated neighborhood wide financing 
strategy so that; 

o The buildout can be supported even with potentially diminishing public 
resources; 

o The array of critical physical development can be implemented in a manner 
that “cross subsidizes” critical components; and 
o Critical civic investments can be made that help to create the strong 

community and the future values that in turn can create the return on those 
investments. 
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Mr. Turner. Ms. Dolber. 

STATEMENT OF WENDY DOLBER 

Ms. Dolber. Mr. Chairman, members of the subcommittee, good 
morning. I’m Wendy Dolber, managing director of Standard and 
Poor’s Rating Services. I manage the public housing tax — public fi- 
nance tax exempt housing group where we rate that in connection 
with affordable housing. I’d like to focus today on our experience 
in rating capital funds securitizations as well as talk more gen- 
erally about key factors that could enhance a PHA’s acceptance in 
the marketplace and help them obtain and maintain strong credit 
ratings. 

S&P has worked with PHAs for decades, rating debt supported 
by multifamily properties or loans. Generally speaking, these 
transactions achieve low to high investment grade ratings and do 
well on the marketplace. The passage of QHWRA and subsequent 
capital funds securitizations introduced two new risks that we 
needed to look at. The sufficiency and timeliness of Federal appro- 
priations and the impact of PHA performance on its funding levels. 
PHAs and their financing teams work diligently with HUD and the 
rating agencies to address these risks and ultimately we were able 
to assign ratings ranging from A to AAA if they had bond insur- 
ance on 22 capital funds securitizations totaling almost $2 billion. 
Key elements of our rating analysis were the strong history of cap- 
ital fund appropriations, predictable allocation mechanisms and ex- 
cess coverage of capital funds to bond debt service. 

We also look for insulation against potential PHA performance 
that could negatively impact their receipt of HUD funding. HUD 
addressed performance risk to a large degree through written ac- 
knowledgement on every transaction that if a PHA were saying 
through poor performance the same thing would not reduce the 
funding level below needed to make debt service payments, and we 
also allowed PHA capital funds to be paid directly to the bond 
trustee. These insurances and processes among other things al- 
lowed high investment grade ratings, as long as S&P could analyze 
the PHA’s general readiness to carry out its obligations under the 
bond program, especially its ability and track record in obligating 
and expending HUD funds. 

To date, we’ve been able to affirm all outstanding ratings, but 
capital fund appropriations have been cut every year since we did 
the first rating in 2001, which has resulted in a reduction of debt 
service coverage in many cases. We’re concerned that future cuts 
could compromise a PHA’s ability to pay debt service. That would 
result in lowered ratings, income, and would whittle away investor 
confidence. It is possible that more predictability and stability in 
the level of annual appropriations could decrease the need for such 
high levels of coverage and stretch the Federal dollar as a 
leveraging tool. Alternatively, some type of backstop funding mech- 
anism not subject to Federal appropriations could greatly enhance 
investor confidence and rating agency confidence. 

I’d like to say a few words about our observations in working on 
PHAs on the securitizations while more PHAs are testing the wa- 
ters and many have been very successful in accessing the capital 
markets, PHAs as a group do seem reluctant to move forward with 
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bond financing. This may be due to lack of familiarity with the 
marketplace and its players, concerns about possible negative im- 
pact on HUD funding and the potential liabilities to PHAs or just 
ongoing difficulties they face in meeting their mandates with less 
resources in a changing environment. Pooled financings are one 
way to ease the way for PHAs to enter the capital markets if 
they’re unlikely or reluctant to do so. 

It presents an efficient vehicle by saving costs of issuance. But 
the benefit is limited because PHA’s funding cannot be cross- 
collateralized. Considering the factors that have strengthened mar- 
ket perception of capital fund securitizations and looking ahead to 
more expanded use of QHWRA, and perhaps even to the day, when 
PHAs could have their own credit ratings as corporate entities, we 
would highlight four key areas for continuing improvement. 

First, predictability, stability and fungibility of income sources. 
Next, clarity, consistency and dependability regarding the HUD 
regulatory environment, especially as it relates to the leveraging of 
HUD funding and the potential for financial sanctioning of PHAs, 
effective in timely communication with the capital markets on the 
part of the issuers and the Federal Government. From our perspec- 
tive, this is critically important as we rely upon accurate and ade- 
quate information to maintain ratings, and PHA’s continuing devel- 
opment of management practices on a par with private market, es- 
pecially in the areas of asset management and financial expertise 
with necessary flexibility to achieve best practices. 

In closing. I’d like to thank you for inviting us to participate, and 
I look forward to your questions. 

[The prepared statement of Ms. Dolber follows:] 
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Introduction 

Mr. Chairman, Members of the Subcommittee. Good morning. I am Wendy Dolber, 
Managing Director of Standard & Poor’s Ratings Services (“S&P”). I manage the tax- 
exempt housing group within the Public Finance Department of Corporate and 
Government Ratings, and we rate debt issued in connection with affordable multifamily 
and single- family housing. 

We work with issuers, such as municipalities, state and local housing finance agencies 
(HFAs), public housing authorities (PHAs), for-profit and not for profit developers and 
special purpose entities. Our sector includes a broad range of affordable housing 
financings. In the multifamily sector, we rate issues backed by affordable multifamily 
properties, individually or in pools, unenhanced or supported by insurance or loan 
guarantees, and annually appropriated funds. In the single-family area, we rate pools of 
loans, which may be insured or guaranteed, or uninsured. In addition to rating bond 
issues supported by exp licit collateral (issue ratings), we also provide issuer credit ratings 
(ICRs) of the issuers themselves. S&P currently has more than 3,350 outstanding issue 
ratings, as well as 25 HFA issuer credit ratings. For reasons to be discussed later in this 
testimony, currently, S&P has only assigned issue ratings to PHA debt 

I am here today to provide testimony regarding S&P’s view of PHAs in the competitive 
marketplace. In order to have the most effective and efficient financing programs, PHAs 
need to have the flexibility and expertise to choose among an array of financing options. 
PHAs have historically entered the bond market through the use of pledged collateral 
often supported by Federal subsidies, and/or insurance and loan guarantees. The passage 
of the Quality Housing and Work Responsibility Act (QHWRA) in 1998 opened the door 
to leveraging of HUD funding. While this expanded financing opportunities greatly, for 
the first time it required market understanding and acceptance of Federal appropriation 
risk and confidence in PHA performance. While S&P has assigned high investment- grade 
ratings to these transactions, and market acceptance has been positive, only a small 
percentage of PHAs have issued bonds to date. 
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In considering how PHAs can take full advantage of available financing options, there are 
several factors that lead toward a successful outcome: 

• Predictability, stability and fungibility of income sources. 

• Clarity, consistency and dependability regarding the HUD regulatory 
environment, especially as it relates to the leveraging of Federal funding. 

• Clear direction concerning the potential for and impact of sanctions for poor PHA 
performance. 

• Effective and timely communication with the capital markets — upfront and 
ongoing disclosure is critical to PHAs’ ability to attain and maintain credit ratings 
and achieve a competitive advantage. 

• PHAs’ continuing development of management practices on a par with the private 
market, especially in the areas of asset management and financial expertise, with 
the necessary flexibility to achieve best practices. 

My comments will address four broad areas: 

1 . Overview of Standard & Poor’s affordable housing bond ratings 

2. PHA issue ratings and the impact of performance and appropriation risk 

3. PHA capital fund securitizations: Observations on the process 

4. Issuer Credit Ratings: Applicability to the PHA industry 


1. Overview of affordable housing bond ratings 

S&P’s ratings address the question, “What is the likelihood of payment according to the 
terms of an obligation?” Our ratings are divided into several categories, ranging from 
‘AAA’, indicating the strongest credit quality, to ‘D’, reflecting the lowest. Investment- 
grade ratings range from ‘ BBS- ’ — indicating adequate protection for bondholders, but 
susceptibility to adverse economic conditions — to ‘AAA’ — indicating extremely strong 
capacity ti meet financial commitments. ' In general, the higher rating the lower the 
interest rate on the debt instrument. 

S&P provides a rating only when there is adequate information available to form a 
credible opinion, and only after applicable quantitative, qualitative and legal analyses are 
performed. In assigning issue ratings in the affordable housing sector, we analyze the 
security for the bonds, including mortgage or real estate collateral, investments and 
reserves, as well as legal structure, cash flows, bankruptcy issues and applicable 
management practices. It is beyond the scope of this testimony to go into greater detail 
about our rating criteria, but I invite you to visit our free website, 
www.standardandpoors.com, which provides a full discussion of our ratings 
methodology, criteria, and our current ratings. 


2 



27 


The issue ratings on affordable housing debt tend to fall into the following broad 
categories; 

• Full credit enhancement at the bond level: Single- or multiple-asset financings 
with full credit enhancement on the bonds, such as letters of credit, or bond 
insurance tend to be rated according to the ratings of the credit enhancer. The 
typical rating is ‘AAA’. 

• Full credit enhancement at the mortgage level: Single- or multiple-asset 
financings with credit enhancement on the mortgages such as GNMA, FNMA, 
and FHLMC guarantees also tend to carry the credit rating of the enhancer. 
However, reserves and cash flows must also support the rating level. A typical 
rating is ‘AAA’. 

• Partial credit enhancement at the mortgage level: Single- or multiple-asset 
financings with partial credit enhancements, such as FHA insurance will be rated 
as high as the credit enhancer if shortfalls and reserves are also covered at the 
same rating level. The typical rating is ‘AAA’. 

• Unenhanced (no credit enhancement) mortgages: Single- or multiple-asset 
financings where the debt is supported only by loan or project revenues, with or 
without Federal subsidies. For multifamily single-asset transactions, ratings are 
determined based on a full real estate analysis. Quality and management of real 
estate, as well as debt service coverage, are key rating factors. The typical ratings 
are ‘A’ and ‘BBB’. 

• Packaging pools of loans with sufficient credit support to withstand Standard & 
Poor’s stress scenarios can achieve higher ratings. Typically, issuers use tranched 
structures and overcollateralization to meet rating standards. The entire rating 
scale is represented. 

• Debt supported by annually appropriated Federal funds: PHA capital fimd 
securitizations are rated based upon the strength and the track record of Federal 
funding, debt service coverage and legal provisions that guard against HUD 
sanctions for poor performance. The typical ratings are ‘ AA’. 

• Military housing privatizations also fall into this category. The rating approach is 
a combination real estate analysis and analysis of the strength of Department of 
Defense Basic Allowance for Housing payments. The typical ratings range from 
‘A’ to ‘AA’. 
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2. PHA issue ratings and the impact of performance and appropriation risk 
Background 

PH As have been active in the bond market for many years, but only recently in their role 
as operators of traditional public housing. Prior to the passage of QHWRA, debt issued 
by PHAs ( including housing and redevelopment authorities) was supported by single, or 
in rare cases, multiple, multifamily properties or loans, as well as single- family loans. 
These are supported by Section 8 project-based subsidies, FHA insurance, or GNMA, 
FNMA, FHLMC guarantees. S&P rated and continues to rate many of these issues, in the 
low to medium investment-grade levels. These types of financings are relatively 
straightforward, do not include PHA performance or appropriation risk, and are widely 
accepted in the marketplace. A small group of PHAs issued bonds supported by 
unsubsidized and unenhanced properties. Because of real estate risk, including 
management capacity of property owners, this type of financing attracted a smaller 
investor base, S&P rated many of these issues in the ‘BBB’ and ‘A’ category. Generally, 
investors have become more skeptical about unenhanced project based financings as 
many properties have suffered from market downturns and ever-increasing operating 
expenses. For this and reasons of efficiency, the market is moving more toward pooled 
financings of muitifamily properties, which can provide insulation from performance risk 
by reserving against worst case default scenarios. 

Capital Fund Securitizations 

QHWRA opened the door for PHAs to issue debt backed by capital and operating fund 
appropriations. HUD focused its attention first on capital fund securitizations. This 
marked a substantive change in the way PHAs have to interact with the capital markets. 
Previous financing structures did not require analysis of PHA fund ing levels or general 
performance under traditional public housing programs. S&P identified two key risks that 
need to be addressed to attain and maintain issue credit ratings: 

Appropriation Risk 

In capital fund securitizations, the payment of bond debt service is directly related to the 
sufficiency and timeliness of capital fund appropriations. At the time of the first capital 
fund securitization in 2001, the industry was able to make a strong case for the history of 
capital fund appropriations and the steps taken to ensure a high level of predictability 
about each PHA’s allocation. In assigning investment grade ratings, S&P looked for 
excess coverage of capital funds to bond debt service in order to protect bondholders 
against reductions. However, during the five years since S&P rated the first PHA issue, 
reductions in capital fund appropriations have been paring excess coverage. To date, no 
ratings have been affected, but further cuts could compromise a PHA’s ability to pay debt 
service in the future, which could result in lowered ratings. Should that happen, market 
confidence could be negatively affected. 

While it is clear that the Federal government supports public housing, the funding trend is 
toward increasing tenant vouchers and decreasing capital and operating funds. The 
aforementioned excess coverage certainly helps to insulate bondholders against these 
cuts, but more predictability and stability in the level of annual appropriations could 
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decrease the need for such high levels of excess coverage and stretch the Federal dollar 
as a leveraging tool for rated bond finance, as well as other financing options. 
Alternatively, some type of backstop funding mechanism, not subject to Federal 
appropriations, could greatly enhance confidence in these types of financings. 

Performance Risk 

Performance risk as it relates to timely payment of debt service is the second key rating 
factor in capital fund securitizations. There are three questions that need to be addressed; 

1. What is the impact of failure to comply with HUD regulations? Failure to comply 
with certain HUD regulations can potentially negatively affect funding levels, 
such as failure to obligate and expend capital funds. Clear regulations and 
accurate ongoing information are critical to addressing this concern. 

2. What is the impact of poor overall performance under HUD’s assessment system? 
If a PHA is labeled “troubled" or is being taken into receivership, it must be clear 
what the impact of such actions would be, and whether they would affect a PHA’s 
ability to make debt service payments. 

3. Can the PHA demonstrate an acceptable level of administrative practices and 
track record to carry out its responsibilities under the bond program? 

For capital fund securitizations, performance risk was lessened greatly when HUD agreed 
to provide written acknowledgement on each transaction that if a PHA were sanctioned 
for poor performance, the sanction would not reduce the funding level below that needed 
to make debt service payments to the extent of the law. In addition, HUD allowed PHA 
capital funds to be paid directly to the bond trustee through the Line of Credit Control 
System, which effectively insulated bondholders against operating risk. These assurances 
allowed high investment grade ratings, as long as S&P could analyze a PHA’s general 
readiness to carry out its obligations under the bond program, especially its ability and 
track record in obligating and expending HUD funds. In the limited universe of capital 
fund ratings so far, PHAs have demonstrated adequate performance. There have been 
some instances where poor obligation and expenditure history, failure to complete 
contracts, high turnover and lack of institutional procedures resulted in low management 
scores. In these instances, S&P was not able to assign investment- grade ratings. 

3, PHA Capital Fund Securitizations: Observations On The Process 

S&P has rated more than $2 billion in PHA capital fund securitizations for 63 PHAs, and 
has provided confidential credit assessments on over 100 transactions. Our observations 
on the process of working with PHAs, HUD and the marketplace in developing criteria 
and providing ratings, are as follows: 

• While more and more PHAs are testing the waters, PHAs as a group seem very 
reluctant to move forward with bond financing or other financing options. It is our 
opinion that lack of familiarity with the marketplace and its players, concern 


5 



30 


about possible negative impact on HUD funding, and potential liability to the 
PHA are the main reasons the majority of PHAs have not participated more fully. 

• Pooled financings can increase financing efficiency and could be very beneficial 
for smaller PHAs that are unlikely to enter the capital markets on their own. 
However, the benefit of pooled financings is limited because PHA’s funding 
cannot be cross-collateralized. 

• It would be beneficial to the PHA’s, and to the marketplace in general, if clear 
regulations regarding leveraging HUD funds were issued. This would increase 
transparency and greatly enhance the recognition of the financing options 
available for both the issuer and the market 

• In addition, there is a need for greater understanding between the PHA’s as to the 
best way to approach the marketplace and to keeping it informed. As with any 
new skill, a training program might prove useful to acquaint PHA management 
with best practices med in accessing the bond markets and maintaining regular 
communications with it. 

4. Issuer Credit Ratings; Applicability To The PHA industry 

Affordable housing providers in the Lhited States and social housing providers in the 
United Kingdom have taken advantage of ICRs as part of their financing strategies. ICRs, 
which indicate S&P’s opinion of the creditworthiness of an issuer’s general obligation to 
meet its financial commitments, offer a high level of flexibility to an issuer, and are one 
way of identifying performance strengths and weaknesses. 

The key components of an ICR will vary according to the unique characteristics of the 
entity being rated. For example, HFAs, as real estate lenders, are assessed according to 
general management processes, single- family and multifamily underwriting standards 
and asset management; financial strength, including profitability, asset quality, leverage, 
liquidity and capital adequacy; quality of mortgage loan collateral; state economy and the 
relationship with state government. 

Over the years, market participants, such as HUD, insurers and swap providers, have 
looked to HFA ICRs to evaluate financial strength, management and asset quality. For 
example, under the HUD HFA risk-sharing program, HFAs with ‘A’ rated ICRs were 
afforded streamlined processing and lower reserve levels. Bond insurers and other credit 
enhancers routinely look to HFA ICRs in their underwriting. Because of their strong 
financial track record and excellent management processes, HFAs have achieved ICRs 
ranging from ‘BBB’ to ‘AAA’. More HFAs are issuing bonds rated based on their ICR, 
which allows them to benefit from the financial flexibility of backing debt with their 
general credit rather than the restricted revenues from specific pledged assets. 

Since 1997, S&P has issued five ICRs for UK housing associations, all in the medium 
investment- grade range. (In addition, UK housing associations have issued bonds 
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Introduction: Credit Trends In The 
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A ffordable housti^ has in reohit years 

l>ecome an tncreasinglv important sodal 
and political Ksue, as the supply of housing 
has failed to keep pace with demand across {x)di 
Europe and Norrii America. Standard Be Poor's is a 
gi<3ba} market leader in providing oedit rarity for 
iiffoidabie housing in different parts of die worid 
with different systems of regulation and support. 

Changing demographics have led to increasing 
demand for affordable housing, and d\is demand 
has nor been folly met either by dw market or by 
government spending alone. As a r^uit, mixed- 
funding solutions are incrcasit^ly being to 

meet .iffordabie housing needs. Given the likely 
scale of future financing needs. Standard Sc Poor's 
expects bond finance and credit ratings to play an 
important role in funding affordable housing 
development. 

Tbe use of bond markets for afo>idabte housing 
deveiopnwnt is wdl established in the U.S,, and 
bond markets are increasingly being used not only 
to fond public housing development, but also to 
expand sorely needed financing for modernization 
of the rapidly aging public housing stock. In die 


U.K., private funding for social housing investment 
is also well established but is largely provided by 
banks, alriiough it is expected that bond markets 
will lie used more in the foturc. In the rest of 
Europe, the use of private finance is more 
established in certain countries, such as in Sweden, 
than in others. 

The strength of regulation and the level of 
support in the form of direct capital and operating 
subsidies from central government var>' across 
countries. Providers of affordable housing which 
operate in systems with strong regulatory' 
frameworks and good levels of government support 
are likely to liave the strongest credicw'-orchincss. k 
is imporunt that investors understand the credit 
implications asstKiated with different national and 
regional systems of regulation and supptirt. For 
example, stable systems of regulation can support 
high ratings, even if the financial performance of 
individual affordable housing providers is relatively 
weak on a stand-alone basis. Changes to the 
regulatory environment are therefore key credit 
factors in reviewing individual affordable housing 
providers. ■ 
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Recovery Prospects Will Be Key For Rating U.K. 
Housing Association Bonds Above Their Issuers 
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T he ratings that Standard & Poor's Rarii^ 
Services assigns to bonds i^ed by housing 
assfKiations based in the U.K, can be 
notdieJ above rfte undertyhig tssiKg if reojvery 
prospects in the event of default are sufficiently 
strong. 

Standard Sc Poor’s Iwgan rating the transactions 
of housing associations In the United Kingdom 
(U.K.; AAfVSt3We/A-i+) in 1997, and now has 
issuer credit ratings (K^jRs) on five such enrities in 
rhe countrv-. These ratings reflect the bwrower's 
overaii capacity and willin^*ss to ttKet ail its finan- 
cial obligations as riwy fall due, but do not relate to 
specitic debt issi«rs. 

Although these associations have si^ificant debt 
obUgactons, most of rite financii^ needs are provid- 
ed by a relatively .small number of Itanks, and to 
date few housing associations have issued bonds 
din’ctly linked to their issuer credit rathig. 

Standard Sc Pmw's also rates U.K. housing associ- 
ation stractuml Ixstds. TItese Insids are issued by 
special purpose enrities |SPEs) and are secured on 
{Mtols of pmpeities ritat luive tteeii twercoUaterahred 
ro achieve deist ratings h^her than dtat of tite bor- 
rowHsg associariou's own credit rating. The ratings 
on the lx>nds also benefit from structural features 
such as debt service reserves and other liquidity 
supixtits. Tltew fcamres svouid be available, for 
exatnple, to hmd debt service requirements and 
odier expettscs in the event of ca.sli flow interrup- 
tions timing rite e«forccm«it period after a borrow- 
er default, and to facilitate rite replacement of rhe 
housing associarion borrower that operated the 
assets. As a result, the credit raring of rite structured 
botvd is not direcriy linked to the credit raring of the 
housing asstKiarion borrower. 

To dare, chs credit ratings assigned to U.K. 
hou,sing asscKjarions arc all in dw 'A' category, 
stemming fron? snotig abilire and wiliin^tess to 
meet debt repaymait obligarions on a ffill 
timely basis. Tite structured bond racings are all in 
the '.A.A' or ‘AAA’ caregories, refleccit^ veiy strong 
ability and willingness to n^ret delx repayment 
obligarions. AH these ratings are supfxsned by the 
stabiUcy and predictability ofhousii^ associarion 
cash flows, which Iwnefit from mtts lately paid by 
local authorities, from liigh ocaipancy demand for 
these properties, and from the suj^mve conduct 
of the sector’s regulator, the Houang Corporation. 

nte positive credit faoors are partiaily offset by 
rhe ongoing property maintenance requirements 


and the high debt levels used to fund capital 
programs and projuerre asset acquisition. Moreover, 
the not-for-profit nature of these businesses typically 
results in relatively chin casii flow coverage ratios 
and tight liquidity, thus creating the potential for 
technical covenant breaches and possible delays on 
debt service payments, alriiough Standard & Poor's 
is not aware of cash defaults in the sector to dace. 

OiversificBtion Of Funding Sources deeded 

Despite the current availability and attractiveness of 
bank finance, more forward-looking associations 
are seekitig to diversify st>urces of funding and are 
considering is-suing bonds to help meet funding 
needs in the future. .A diversification strategy makes 
sense corestdering the likelihood of increasing con- 
centration of development grants into fewer hands, 
and the relatively limited pool of banks with 
experience of tending to rive sector. This concentra- 
tion of development activity i.s likely to leave 
individual banks wirii iiKceasing expo.sure to 
individual borrowers, and this may have a conse - 
quence on die cost and availability of funding. 

-As a result, a diversification of funding is exj^ect- 
ed, which would increase rite itmoujtc of Ixtnd 
financing in the sector, and hesice the need for credit 
ratu^s. In patticuiar, an important feature of a 
Scindard & Poor’s credit rating is rfie as^>ect of 
timeliness of debt repayment. This empha.sis on 
timeliness differentiates bond investors somewhat 
from bank tenders, which may be more willing to 
focus on ffie strong pros^'cets for ultimate repay- 
ment of the loan amount even in tiie event of a 
default by a Ixirrowing associarion. This is due to 
the control dxey can exercise over a defaulting 
association's assets, including the potential sale of 
as.secs. Banks have higli confidence that they will 
recover loans from housing a,s,soci;U'io.ns quickly ami 
in full, reflecting their strong position as seixior, 
secured lenders providing certain rights to control 
charged assets and ciish flows arising from them, 
along with the sector’s experience of su-stainable 
asset values and a sj>eciai insolvency regime for 
housing associations which enables lenders to 
enforce on .security quickly. 

The Notching Up Of Secured Bond Ratifiis 

Under certain circumstances it may be po.ssible for 
housing assentations to issue b<inds tliat are rated 
higher than the issuer credit racing of the associa- 
tion but (in contrast to rhe existing iuiusing 
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iissociarion structured bonds) are Kill linked to rfiK 
K'R. This situation can arise if the bonds are 
underpinned by a Krong security packa^ widi die 
exj^ectation that tlrere will be fall recovery of rtte 
debt in a relatively riiort timeframe, in die event of 
a default by the borrowing a^ociarion. In addition, 
this expectation is supported by the special 
insolvency regime that exists for U,K. housing 
associations. On this basis, an asaxiiation rated in 
the 'A' category could issue bonds diat amid be 
notched for tlieir strong security pack^e inm the 
’AA' category. Other factors considered for 
achieving a level of notdiing for secured bond 
ratings are the seniority of die notes, die quality of 
the collateral being secured, and die sustainability 
of the secured assets’ value over the life of die notes 
(also reflecting the degree of conservatism in the 
valuation methodology undecraken). 

The bond racings notched for security in tlie cases 
described above would at all rimes be linked to the 


underlying racing on the a.ssociafion. Consecjuentiy, 
a change of the association rating is likely to result 
in a change of the bond raring. 

In practice, the housing association borrowers 
vary in credit quality, and therefore not all would 
not be able to achieve ’AA’ ratings for secured bond 
issues. Hie associations that may be able to achieve 
'AA' cac^ory secured bond ratings are likely to be 
those with credit ratings in the '.A' categon'-. 

Well-secured 'AA' rated bonds linked to the 
association racing.s are likely to be more cosnpetitive 
when compared with the all-in costs of bank 
finance including swap co.scs and fees. Furthermore, 
bond ratings should enhance the transparency of 
financing arrangements to the various stakeholders 
associated with the sector, and widen the funding 
base available to the sector by ripening it out to 
incemacionai investors. * 
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CoiiiiB@ntary/K@Y Credit 

S rsiidard &c Poor’s Rating Service mamtains 
public credit raring widi regular annual 
surveillance tor five la^ housmg assoctadons 
{HAs) in the United Kingdom {U.K.; AAA^table/A- 
1+). In addition, riie agency al«> provides annual 
surveillance for 10 structured btmds i^ued by hous- 
ing associations or by special purpose CTitiries (SPEs) 
set up for dte specific purpo^ to onlend to HAs. So 
far in 2005 and 2006, rarity actions inw}lving pub- 
licly rated housing associations comprise rfic down- 
grade of fionre (iroiip Ltd. in May ro A/Stable/-- 
from A+/Ncgative/-, a downgrade k> Shaftesbury 
Housing Association in September to BBB+/Stable/- 
froin A-/Ni*gative/-, and a revirion of the outkx^ 
on the 'A' long-term ratir^s on Places for People in 
Ocrolier, to p<aritive fi'om sraMe. 

These actions address sjiecific credit issues 
asstKiared with each individual association, and 
should not be taken to be an indication of 
changes in credit quality’ across the ^tor as a 
wliole. Indeed, all publicly rared HAs in the U.K, 
remain well in the invesenrent grade category, 
ireflccting a sector with strmig goveniment 
suppt>it, an established regulatory framework, 
and robust financials. We believe, however, that 
there will l>c increasing credit diversity among 
different associations, as they adapt their business 
strategies to cltanging government policies and 
regulation. In the medium term, issuer credit 
ratings are likely to be amfined to a relatively 
small number of lar^ diversified associations 
with significant development ambitions and future 
debt financing requirements. 

Continued government support 
The quality and provision of sodai housing has 
always been high on rite government's agenda and 
has received increased attention over die past few 
yeara. Tlie Office of the Deputy Prime Minister 
(ODPM), who establishes national priorities and 
the policy framework, has acrively pcorotwed 
choice-based lettings for all, ireespeedve of 
economic background. To cope with the .shortfall in 
s(xia! housing provi.sioji as identified in the review 
by Kate Barker commissioned by die government 
{completed in Mardi 2004} and to improve the 
efficiency and effectiveness of soMce provbion, the 
ODPM has initiated changes in die way the s«:tor 
is regulated and how grants kn development are 
allocated. Increasingly, develofsnait grants are 
being focused in the hands of fewer housing 
associations with the capacity and exjsrtise k> 


undertake major development and regeneration 
projects. 

More r«:ent!y, the government's initiatives con- 
cerning the creation and protection of siiscainabie 
communities, "Homes for all" and "Building for 
the hicure” have the common theme of increasing 
the supply of qualify housing and building sustain- 
able communities. In a sen.se the focus is now much 
wider cluin before. Whereas the original emphasis 
was to provide the less wealthy w’ith a subsidized 
housing, die fcK;us is now to provide people with 
the opportunities to move lietween tenancy types 
and, where po.ssible, to progress toward home 
ownership depending on an individual's changing 
circumstances. In certain low-demand areas, large 
housing association-s are taking the lead in regenera- 
rion activity and are increasingly seen iis a vehicle 
for improving community .services such a.s child 
care, schooling and health care, as well as housing. 
If riiis continues to be a successful model, it m.ay 
result in die development of even larger associations 
sv-idi the capacity to undertake wider regenerarion 
and development activity. This is likely to have 
important funding implications and will increase the 
debt needs for individual associations involved, 

Recently, the goveniment has been increasing 
allocations m the seaor. "Hie Housing Corporation 
(HC) has just announttid a £3.9 billion national 
housing development progi’am budget-one of its 
largest ever allcKations from the government. 
Simultaneou-sly, the ODPM has been advocating 
"value for money" and "efficiency savings" as part 
of the ftmding settlement. HAs are expected to 
achieve savings of £274 million, £550 million, and 
£835 million, a'specciveiy, over the ne.xt dirce years. 
Effective procurement meth<.)ds, providing efficient 
services, and die increasing use of modern mcthotls 
of construction are expected to lie ways of 
achieving these savings. 

In a bid to provide greater choice for social 
renants, the ODPM has announced that housing 
benefit could lie paid directly to tenants. Standard 
& Poor's is concerned that this proposal may cause 
higher levels of arrears atid bad debts and higher 
costs of rent collection, and may therefore have 
negative credit implications. Well-managed 
associations are focusing on tedudng existing levels 
of arrears ahead of viny possible modific'acion to 
housing benefit, to minimize the impact of this- 
diange. Standard Sc Poor's will continue to monitor 
any developments in this area closely. 
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The ODPM has also recently amounted die 
incroducrion of the new Homebuy initiative in a bid 
CO encourage greater levels of home ownersh^. 
Homebuy is very similar to die shared owTierdiip 
schemes chat are currently in operation. The 
government, through HAs, will hind up to 25% of 
the purchase price of the property. ITtLs will not 
need to he serviced while the social Knant/owner 
lives in the propetty, but up to 25% of die sale 
price will be repayable when die property is sold. 
Accordingly, the social tenant will have to hind at 
least 75% of the purchase throug^i a mixture of a 
mortgage and personal savings. In the short term, 
the effect is likely to be minimal, since available 
government funding for die initiadve is currently 
limited and few social housing tenants will have the 
financial ability to take advanra^ of the initiative. 

If, however, further government initiatives chat may 
expose HAs to the volatility of the private housii^ 
market are inuxKiuc'ed, this is likely to hav'e tk’gative 
credit implications. 

Kohwsf reguliitory framework 
(Jrant allocation and regulation is undertaken by 
the (HCi), while regular insi^tions are carried out 
by the Audit Ciommission (ACT- The two organiza- 
tions woih closely together ro ensure that public 
money is used in die most efhccive and efficient 
manner. Within the scope of its regulatory powers, 
the HC assesses and publicly reports on associa- 
tions' financial viability, governance procedures, 
management iwrformance, and grant funded new- 
build development achievements. The Corporation 
can also use its regulatory powers to incers'ene and 
make board-level appointments if it is of die opin- 
ion that an aj^ociacion is not managed or governed 
properly and/or if it receives poor reports from die 
Audit C'ommission as to the quality of the service 
that the particular a«>octation delivers to its tenants. 

Secured creditor of housing associations are gov- 
erned by the provisions of Housing Aa 1996. The 
Act sets out the hamework for die regularion of 
HAs, .as well as the provisions th^ govern the 
enforcement of security over property owned by 
H.As. In the event of enforcement there is a morato- 
rium that will gencaraliy be no longer dian 28 da>’s 
from the date the Housing Corpocarion is notified 
of the intention to enforce the secur^. 

Funhermore, the proactive role of die r^ularor in 
terms of responding to financially disO:essed assod- 
ation.s means that the event of enforcem«it is likely 
to be remote in any case. 

Tlie role and powers of the HC have been under 
review and a number of possible 0 {»ons could be 


considered. At this time, however, Standard & 
Poor's is not aware of any significant change to 
regulation that could weaken the level of support 
provided to the .secroc 

Emerging Trends Among Associations 

Strengthening financial profiles 
TTie financial profile of the sector continues to 
strengthen, heljx.’d in part by a decline in funding 
costs. W'e expect to see continued grrywrh in the 
asset base, both orgiusicaily and through transfers. 
Alanagers are becoming more aware of the need for 
robust .systems of governance, in particular in terms 
of financial scrutiny, as well as die education and 
training of staff in the areas of treasury and risk 
man^emenc. There has also been an ongoing shift 
of talent from the corptitate for-profit sccrors to the 
housing association sector and this has introduced 
"new diinking" in terms of financial management 
and fiuiding methods. 

Furthermore, financial profiles should in 
general continue to strengthen as the .sector 
focuses on improving efficiency, although we 
expect creditworthiness to weaken in a few 
individual cases where housing associarion.s have 
not managed development properly, or have not 
effectively addressed demand problems. 

Continuing consolidation helps to harness 
efficiencies 

Consolidation within this sector is continuing 
ritrough the growrfi of group structures and 
mergers. Although mergers can encourage bu.siness 
synei^ies, cultural differences between organizations 
can impede the delivery of benefits to the business, 
Developments in the sector are encouraging the 
emergence of three broad groups of HAs: small 
associations which mainly engage in local housing 
management: tlie large associations (or groups of 
associations) which bid for grants and are the big 
developers of new soci.al housing: and the large- 
scale voluntary transfers {which focus on upgrading 
transferred council stock). 

The emergence of large organizations under 
umbrella group structures permits cost savings 
including bulk procurement of materials and the 
sharing of IT resources, back office facilities, and 
call centers. Financial profiles have already 
imptxwed in some cases, as group mergers have 
delivered savings and achieved critical mass in 
areas of services provision, although Isenefits from 
these trends have tended to be on an incremental 
basis. 

Consolidation in the sector is also expected to 
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contimic and Standard Sc Poor's has seen 
increased interest in credit assessments to estab- 
lish the credit implications of a merger for a 
group or an individual association. 

Divefsificirtion helps support cote activity 
The HC has always enewr^d a cenain d^f« of 
manageable diversification among as well as 
the use of surpluses earned on nonri^uiaced activi- 
ries including market renting, properties built for 
sale, student accommodatiwi, nursmg hom«, and 
oriier joint ventures, to subsidise fiirther inve^ment 
in social housing. The overall lev^J of this activity in 
rhe sector, hoviicA'cr, is still ItmiKd. Aldunigh certain 
asstK'iations have been able to adtteve reasonable 
surpluses in. the provision of these Servians, others 
have been less successful and have eid^r had to sell 
these unprofitable Imsincsses or have s^n a general 
weakening in riteir overall finandal profile. 

Stock transfers 

Tlie transfer of stock from the loc^ audiority sector 
lias conccibured to a significant mercase in stock in 
die social housing sector and the construction of 
new units will continue to stimulate the growtli. 

'Hie latest figures show titat the transfer of stock 
accounted for 55% of tite growth in unit numbers 
in the past year. We expect nransfers to continue, 
but there ntay be a degree of deceleration if local 
authorities tlecidc to use their prudential borrowing 
powers to fund investment in their housing stock, 
or If the private finance initiative (PFl) develops as 
an important way of meeting fimding needs. 

hicmisifig mic. of the private sector 
l>evelopment grant worth £3.9 billion wilt k' dis- 
tfibutetl ro developnwnt partnei-s and private house- 
buildecs. This will be the first time that a govern- 
ment grant will be distributed to private house- 
builders as well 3.S HAs. It is anricip^ated that this 
increased competition will encourage more efficient 
delivery of new housing development and will 
expand housing provision. Ihc govwiment is keen 
ro see developens provide a range erf housing solu- 
tions, including social housing, shat«l ownership, 
market-rent, .and owner-occupict Housing tKsocia- 
rions and private property developers will play a 
role in mating this mixed houang solution, with 
housing associations and private ^velopeK being 
able ro provide borh social housing and non-rociai 
housing. 

To date, housing associations have tended to be 
prudent in their business {dan assumptions 
regarding income from staircasing (incremental 
.sale to tenants) and outright sale. Increasing 
reliance on this type of income, howevet; will 
raise the risk profile of associations, making them 


more exposed to the volatility of t!ie housing 

market. 

Grants wilt continue ro be given for 
regeneration of certain areas where there are 
demand issues. Managing demand in the.se areas, 
even with additional government funding, will 
continue to preseut specific challenges. 

Nsw anti more complex meihods of funding ami 
freasury rnaimgefnent 

The sector's two main sources of capital finance are 
public funded grant and private debt. Tlie debt of 
the sector rose by 1 1.3% to £24.6 billion, com- 
pared with a 6% increa-se in Social Housing Gram 
(SHG) CO £28,1 billion (.see chart 1). In general, 
associations have comfortable leverage levels and 
are well placed froin an asset value perspective to 
•supiKirt further riebt. 


Chart t 

U.K. Social Housing Sector 
Sfowth la Private Debt 



The emergence of large housing associations witli 
almost £T billion of debt tneans char future funding 
strategies mid treasury management approaches 
have become very important. Banks and building 
societies provide <a significant part of the lending to 
housing associations, and despite changes in the sec- 
tor, lending rates have remained very competitive. 

incmased Potential For Ca^Mtaf Markets 

Grant funding for development is increasicigly con- 
centrated in fewer individual housi.ng a.ssociation.s 
or groups of associations. Demand for private fund- 
ing from these associations is also high, which in 
turn iticreases exposure risks between individual 
banks and ifidividua! associations. Finance is mostly 
provided by a limited grotip of U.K. banks .and 
building societies. Due to favorable bank lending 
terms in recent years, there has been little new bond 
issuance. Standard 6c Poor's expecK that diere will 
be on increase in bond issitance, particularly among 
the bigger housing associations with large 
development pkn.s. This increase wall be driven by- 
borrowers seeking ro divci-sify their .sources of funds 


FF.BRi,».aRY 2006 « 7 



39 


Sjandarp & Poor’s (iioBAi Soclu Housing Survey 


inul fi.i reduo; their exposure to a relatively small Treasiity Services I’LC C'overcd Bosk! PcogramiTse 
uurAber ot banks and building socieris. social housing scries, raced 'AAA', lliis securiciiia- 

New IxHid hmding is likely to be a mix of smic- don activity is also expected to increase. * 
cured rransaction.s and bond issues direcrfy linked to 
d?e credit raring on die association. As well as indi- 
viiju.il associations seeking to use bond markets, 
there has also been an increase in banks ststkmg to 
!K’curirize riiesr social housing loan jx>rtfolios 
riirougli rive capital markets, for example the HBOS 



Table 1 UK Housing Assoctdtion Rating's 
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North Qritisb Housing Ltd, AA 

£100rrij|,6.f525% Bonds due 2018 


lissl Saidanha The 'AA' senior secured debt rating on the ilOO mttlion (SI H miKion) 
Ri^sstBQtJinsm 6,6^% seniof secured bonds due 20J8, issued by U.K,. based North 
Bribsh Housing ltd.. INSH; formeriy called Nortti British Housing 
Association ltd.)-, rerlecis the strong performance of i.he bonds, with net 
interest covsiage of 1 .72.x: goou casft-flow-Qoneratmg characteristics of 


die dierged property portfolio, including gootf rant collection 
perffflmance: and die strong crodil quality of the undeflying borrower, 
NBH is die largest registered social taixiloid (BSD in the U.K., arxi the 
main subsidiary of Places for People Group (PfP: A/Fusitivo/' l 
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Report Card: Social Housing In Sweden 


Csiiinaritary/Key Credit l$siies 

S tandard dc Poor’s Ratings Services currently 
tares fis'e Swedish public-housing companies. 
The ratings are ail in die ’A' rating category 
with stable ouriooks. 

Swedish public-housing aimp-anies are 100% 
owned by municipalities and are only allowed h> 
operate within the borders of their respective 
inunicipatides. The companies have played a critical 
cole in Sweden's housing market for the past fifty 
years mu! nxlay about 340 pubfc-housing compa- 
nies accommodate l.S million people, or about 
1 7% of the population. Almost one-third of all 
multi-family dwellings are publicly owned. Hie 
public -housing seettx has a strong influence on the 
ovcrall rental housing market as the market-leader 
in sening rental prices. 

Compared internationally, die standards of 
Swedish pulilic-housing apartments arc generally 
high, and there is no equivalent of the low-cost or 
social iioasing prevalent in some odier European 
countries. Everyone, regardless of in«>me, has the 
possibility of renting an apttrtment, if available, 
from a public-housing company. In tiic evimt of, for 
example, unemployment, social security benefits are 
payable to tenants (not to the housing company) to 
cover a propocrion of rental payments. 

Public support features 

Standard 6c Poor’s analytical approach n> govern- 
ment supported entities focuses on the stams-quo 
credit quality' of the entity, and the relationship and 
links lietween the supportii^ level of government 
and the entity. Standard 5c Poor's u^s diree broad 
categories for government-supjxirred entities, assess- 
ing the strengdi and credit implications of govern- 
ment ownership or supixirt (see article Revised 
Rating Methodology for (iovemment-Supported 
Entities, June 5, 2001, on Rarii^Direct, Standard 
&c Poor's Web-based credit analysis sysrem), 
Swedish public-liousitig companies are generally 
considered to belong to the third category, with less 
pranouna’d public support. As a result, the govern- 
ment-supported entity ratings are usually the smne 
or one or two notches above scatus-quo rating. A 
government-supported isaier credit ratii^ in this 
category w'ould generally- be no more than one rat- 
ing category abov'c its status-quo ratu^ There are, 
however, cases where the housing company' has 
closer links to its ovmer and therefore belong to 
the second categoiy Issuer credit rating in this 


caregory would gtmerally be notclieci down from 
die government owner (municspaiicy!, but are gen- 
erally within two categories of the government's rac- 
ing. 

Although most public-housing companies are liiiv 
iced liability companies and have no general guaran- 
tee from their owners they still benefit from varying 
degrees of implicit support from their owaiers. The 
support is not tbrmalired, however, and could, for 
example, be guarantees on part of the loan portfo- 
lio, favorable acquisition terms when buying land 
and properties from the owner, or special lease con- 
tracts with die municipality, low yield/dividend 
requirement, and in some cases capital injections. 
Temporary' national legislation pre\’enrs muni.ci[>ali- 
ties from divesting tiveir public-housing companies 
and also regulates and restricts the size of the divi- 
dend that can Iw paid out. Efuring tlie I there 
was also a special central government scheme where 
public-housuig companies with financial difficulties 
could apply for and receive sjx’cial support from tlie 
central government. Standard 6c Poor's is not aware 
of any? public-housing comp.any in Sweden having 
defaulted on debt obligatitms. 

Status~tfuo cretiiiwofHuness 
Pulilic -housing companies in Sweden were previous- 
ly sheltered by a number of central government 
benefits sudi as special subsidies for new construc- 
tion and refurbishment for residential dwellings. 

Tiic subsidies, however, have now been signifi- 
c.-inriy reduc'cd. In combination wirii the trend of 
deiKvpularioii in rural areas, this has resulted in 
greater difference's in creditworthiness among com- 
panies on a stams-quo basis. There are amsiderabie 
difference's in both operating risk (determined, for 
example, by supply and demand in the IcKal market 
as well as the property portfolio) and financial risk 
(for e.xampie, gearing, profitability, interest cover- 
age, and self-financing of investments). The differ- 
ence in ratings, however, is to some exrecic reducer! 
by more or less pronounced implicit support from 
the companies' owners. 

Standard 5c I’oor’s finds upetating risk to be the 
most important factor to consider in assessing 
scatus-quo credit risk of public-housing companies. 
Important indicators of o|x;r,itiag risk are supply 
and demand for various kinds of housing, vacancy 
cates, rental level versus rcncai o?’ cost level in com- 
parable housing on the local market, tenant 
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turnover rate, mamtenance standard and cximposi- Stabie ontiook for the sector 


rion of proi^rty portfolio in terms of piopertj' type, 
locition, age, and apartment sizes. 

Sianageria! scraKgy is another impormnt factor 
in die risk assessment of public-housing companies. 
Differing strategies can be found among Swedish 
public-housing companies, such as on how the com- 
pany operates its aipital stnicture in terms of loan 
duration and self-financing of invesonents. 
Furthennore, there are di/fei^U strategies on, for 
example, rental differentiation, relative size of <xsm- 
inercial pru|>erty poitfolio and attitude towTirds 
engaging in new production, Unlil^ in the U.K., 
however, there are no major managerial sffats^ 
differences in terms of i«ues such as munici- 
pa! borders mergers/large scafe voluntary' transfers 
or rcgenerati<in projects. Another mtm^enai differ- 
ence comiwred with the U.K. is rfiat in Swedtm the 
responsible authority is die owner numtdpaiity, 
whereas in the U.K. the Housing Corporation (a 
stare agency) acts a.s the main regulator for the 
sei;tt}r. 

Generally, the Swedish public-housing companies 
o^ 1 e^ate with a high leverage according to book val- 
ues, wliich for some companies is mitigated by sur- 
plus values, that is market values exceeding book 
values. As with the Swedish debt market in general 
the debt profile is short for most public-housing 
companies, exposing the sector to interest rate 
movements as well as refinancing risk. Profitability 
is stable bur modest and interest rate coverage 
mtios range mostly between 1-2 fx) times 
(si,*e chart 1 }. The companies not-profir-m.iximiztng 
profile, bowtrveti reduces the potential upper limit 
for profit matgin and interest covet. Except for the 
companies with the worst market conditions, how- 
ever, there is not a very’ obvious trend that the com- 
panie.s with die best market conditions and highest 
surplus values should tie die most profitable. 


Chart 1 

Debt To Capitalization And fFO Interest Coverage Of 
Bated Swedish Public Housing Providers 



Hoiising rents in Sweden are set according to the 
utility value system, regardless f)f whether landlords 
are public or private entities. This implies that 
rencai levels for every individual pubiic-hoiising 
omifany are determined annually or biannually on 
a nonprofit basis, based on the prime cost principle, 
through negotiations with die local tenants' associa- 
tion. The negotiated levels in the public sector are 
also used as upper limits for the priv,ite landlords' 
rencai structure, whereby the rents are .set with refi 
erence to the rents of equivalent dwellings in the 
neighborhood riiat are owned and managed by a 
municipal housing company. The public-housing 
sector is therefore the pmcrice or market leader for 
the tenr.ll housing market, which to some extetit 
limits die public-housing companies’ operating ri.sk. 
Cfoing forward, rental negotiations .ire exjiected to 
re.suit in modest increases in housing rents and 
profitability' and coverage ratios are largely 
exjic*cted to remain stable. 

Chart 2 

Bent Stfuciurs Of Rated Swedish Public Housing 
Providers* 


»»eu»na •OlfW 



Standard &: Poor'.s analyzes new production of 
housing in derail since it 3dd.s uncertainty in terms 
of future demand and supply, production costs, 
investment grants, and tenants’ propeasity to pay 
rent to cover actual costs in the newly built 
housing properties, 

Standard &; Poor's will monitoc the possible 
introduction of IFRS accounting .standards among 
the public-housing companies and its impact on 
ratings. For more information on impact of IFRS 
read research article “Transition Without Tears: A 
Five-Point Plan for IFRS Disclosure," published 
on RatingsDirect on Dec. 6, 2004. si 
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Swedish ^1 


Tabit' 3 : Pruvfotfsfv Psihhslieil RejaU.ii Ai 


1 AB OJthe propsine'!. 78S»t!V«4lLCx«e'o incioofwn F'v tiiv . 
BBStwhwMMierK^ » aiMjws A’n,j<4e<i?tv a-tt '4 r.-> « 
trwrsaction ti3 "■'iiTOf ?;«» A w j»5« a u. caif'S* .vsi-j \ 0!>. 

.®Js-20O5.tfanSd«ii}rt ftai .;r«'i!f5P- •c-ctii CF.'rJi-’ tr.inoci.oii A'itfi, 

..!fjg fssisiwv^de grxwi’.iiij'lO'if.s ta lv«j ijorcowsrs. AWiius 

.^gtnis i8gft'^i'5t‘5r A'} (part jf xi's AHciiw, r-asMijJieiet >: 
gfOt^} secured agamst 3^1 rasidenr^’ prcpeniss isa'>!r3rjsing e 484 
fitments), located across SwaJett will’ a ro.fj th.'r.is coociT.tfat-c i ip 
Stockholm. This tfafre.t«:tMn is si~'!3' :o stru.'itii'e ic ttio F ismticlen series 
of {ransctos. However, .r, tit.Svase, the iirt'rfirrri’-isj'ior’s are cross- 
coilatKafiieti through limited guarantm end three sefwrately rated 
classes of notes have been issued. 
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Public Finance Report Card: U.S. Public Housing 
Authority Capital Fund Securitization Ratings 
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S tandard &; Poor's Ratings Services' review 
of its 22 public housing auriiority capital 
fund financing program (CFFP) ratings 
indicates strong overall perfotmance, but the 
trend of declining Congressional appropriations 
CO the program warrants continued monitoring. 
Ratings range from 'A.AA' {bond insured) to 'A', 
and aii reviews to dace have resulted in affirma- 
tions. While debt service coverage (DSC) is still 
strong at an average of 4.62x, many issues show 
declining coverage due to federal cuts in mod- 
ernization funds during the past few years. 


Cliait I 

Public Housing Authority Capital Fund SecutitizatioR 
Ratings Olstributions 



AA 

(86%) 


The primary credit risk of these transactions is 
failure of Congress, in any given year, to appro- 
priate funds for the public housing modernization 
program, or a substantial dccrea.se in the amount 
of fund.s appropriated for the program, .■\ithough 
rite aggregate of rite decreases in capital fund 
appropriations remains within historic thresholds, 
the modernization program has experienced a 
five-year continuous decline in overall appropria- 
tions for the first time since its inojption. 

Chart 2 

Total HUD Moderaization Appropriations 



Chart 3 

Expected Credit Quality Based On Dsciiniitg 
Appropriations 


“ NwT’&ar issues alee aOovo 3.0* 




Standard & Poor's tested coverage levels on 
rared issues, assuming an annu.al 4% reduction 
over the term of the bonds. No issue fell below 
one rimes coverage. Because these t.fansaction.s are 
srructured such that annual allocations of capital 
funds are pledged first and directly to the trust 
estate, debt service payments would he met during 
the life of the bonds under this a.ssHmprion. 
Nonetheless, the degree of government support 
associated with future and continued decreases 
can have certain programmatic and social 
implications if debt service is paid while ocher 
modernization needs ace not readily addressed. In 
addition, annual appropriations can be reduced 
by more than 4% in any given year, which would 
have an even more negative impact on debt 
service, Standard & Poor’s carefully monitors 
these factors that potentially can affect the credit 
quality program of the CFIT program. 

Under this scenario, 45% of issues rated by 
Standard Sc Poor's opened at .TOx coverage at 
racing, and potentially could be below 2..5x 
coverage by 20.1 1 (see chart .3). Transaction.s chat 
are structured with higher DSC will fare better if 
decreases continue, as they are able to maintain at 
least 3.0x coverage for a longer period, even if 
appropriations declines continue. One example is 
rhe New York C-'in* Housing Authority, wliich 
opened at l.>.59x D,SC and now has a DSC of 
I5.65x (see chart 4 on the next page). 
Transactions structured whereby the principal 
payment is hyper-amortized early in the 
transaction will also perform better under a trend 
of decreasing appropriations, primarily because 
debt service payments decline over the term of the 
bonds. The Tacoma Housing Authority bond 
issue opened at .TOx coverage. However, because 
principal is paid down quickly over the early 
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years of the bond teem, the actual DSC remains 
strong at average of 6.63x as debt payments ace 
decreased after year six, even in the event of 
covu'inued 4% decreases over the bonds term. 
Transactions structured in Ais manner are more 
likely to withstand future cuts in the capital fund 
appropriation because of the DSC growth 
(see chart 4). However, because the additional 
bonds test is at 3,0x coverage, ‘AA’ is the 
appropriate rating level in rttesc two examples. 

Chart 4 

Effects Of Hvper'Antorttzslmn And ^sverage At 
Issuance Vsrsus Declining AppinprlatiOBs 


OSCr«» 



0*M »«•'><• ;Mr 

Standard & Poor's looks closely at the authori- 
ties' past inodemizatkm (weformance, particularly 
because future poor performance circumstanc'cs 
could have a negative impact on the flow of the 
capital funds pledge directly to the bonds. As part 
of tlu* upfront and ongoing rating process, 
Standard & Poor’s assewes the management 
capacity of the authority in order to determine the 
history of timely obligation and expenditure of 
tijodernbation ftiiids. Virtually all of die 
authorities with public Standard Sc Poor's ratings 
liave tiinely obligared and e.xpended their 
modernization funds during the last 10 yeans. 

Standard Sc Poor's also revieWs each authority's 
capacity to carc>' out the scope of the work to he 
financed with the bond proceeds, and annually 
reviews the progress of these prolects. All but one 
of the authorities reviewed remain on or ahead of 
schedule with their proiects. The aurfiorittes have 
used the bond proceeds for a variety of purposes. 
The most prevalent use is to expedite overall 
modernization plans based on long-term capital 
planning asstrssmenrs, however some authorities 


use funds to complete new construction projects, 
to acquire land or as gap financing for 
multi-layered financings, transactions financed by 
HOPE \T, tax credit proceeds, HO.VIE, and 
Communiry Development Block Grant funds. 

Pooled transactions continue to be the vehicle 
fox smaller authorities to cake advantage of the 
CFFP program. In the case of pooled financings, 
the addition of more housing auchoricies can serve 
to increase the volatility of the transaction. This is 
due to each authority's obligation to pay debt 
service on the botufs lieing a several, not a joint, 
obligation and therefore iimired to the authority’s 
proportionate .share of the bond series. Credit risk 
posed by volatility is somewhat offset by strong 
oversight in pooled financings. Oversight ensures 
that pool participants continue to meet their 
obligations to Dep.artmenr of Hou.sing and Urban 
Development {HUD} and under the crust estate, to 
mitigate the potential of any performance issues 
that can interfere with the allocation of 
modernization funds. With the exception of the 
Affordable Housing Agency Cerriftcates of 
ParticqTation (which included only two very 
weil-mamaged auchoricies), ail five pooled 
financings rated by Stand.ard &c Poor’s have an 
oversight entity tnoniroring compliance with the 
terms of the bond documents, timely project 
completion and genera! HUD compliance. 

To dare, more than 63 housing authorities have 
benefited from bond proceeds supported by a 
pledge of annually appropriated modernization 
funds. Authorized in the Quality Housing and 
Work Res|.K>nsibilify Act of 1998 (QHWRA), the 
capital fund program is the latest to administer 
the federal govenuneiu's nioderntzacion of the 
nation's public housing stock. The amount of 
funds received by each authority is determined by 
the capital funding formula, which is calculated 
and distributed by the HliD. Despite the recent 
trend of appropriation decreases, Standard 5c 
Poor’s believes that the credit quality of these 
transactions remain strong dtie to the 
demonstrated long-term support for public 
housing in general, and modernization in 
particular. 9 
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Table 1 Public Hotisi iij Authority CFS Ratings 
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sf , I TaTOp'OVdiT’an^afs 

riesigiieiJ to imptcve ibe comfort 
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Tb‘.'.?e iiOPds were Is-Tck! i:i 
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Bonds were issued by FcirtW8yneHousirxj Airfoomy {fWHA) 
Avtth a terra of 20 years; Art Aiif svIlows fWHA lo I.SSII8 deist 
thatmaintains ar least' 3x coverage,: Bond prijceods were used 
to address iramsdtato upfirado .astd reliabilitation needs • 
throughout the.aiiStoritvs poittolio.TtsBx-uifiWiJyai-iticfoatfici 
that the total time to completfi this work wok!' he reduced to 
36 months from 7-8 years by virtue of this tsorid issue: As of 
Novanber 2005. the ptujeci was proceeding aatordtng to . 
schedule and lias an anticiriated rampietmn data of Janijary 
2007. 


^taifl White 


Fo.rt Wayne Housing. 
Autlioirtyi irid.;;.. 


Kentucky league of Cities, Ky. Kemucky league of Cities AA 
funding Trust Capital Srarrt 
Progi an) Revenue Notes, 

Ceitificates of Rartciiration. 

Series 2004 A (Covington, Kyj 


Karen Flores This is the fust of several COP tssiiances by the Kentucky 
League of Cities (KLC) funding Trust, and ms Issued on 
behalf of Covington Housing Authority (HACf AdrJitional series 
may be isssred on behalf of other housing authorities under 
the iiraster indamufe. fach series will he deeinad a separato 
trust estate and will not te on paiity with each other. The 
series 2004 COPs has a term to maturity or 20 years. An ABF 
allows HAC to issue (Jebt that maifitams at least 2k coverai^e, 
COP proceeds fund the renDvanon of a senior and cUsaDieo 
housing pfQjecr wi'h 'B'-' ipa 'n nm ipor ompetri) KLC 
serves as the Qtagmm adn mtstrimi aidQvprsiglt°iititv •' 
of OecemtKM- 2n0- ‘iijpnifrt ■nsR'"'' npeteind*'. 
expected to oe comalered i)y 2D0/. 
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Tdble t Public Kuiismn Auihority CFS RatingT 'Cont lO 
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■'lie 1: Public Housing Aiithoriiy Ci-S '■ liiiigs iCont'ii 
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yeai leim. DSC for tlie irdiisacfion * 9 $ estimated' to be.; : - 
aimosf 1 5 < tfwusfi bond maiunty and 3 H a Jifit 008' bends tpi* 
dlltivvs W(Kk to issue ’debt i*iar n'aintait s at iiss; 3 x 
cowaraqe dono u-ou?eds *iit fund a loa'i from "i’l'ClfPC .0 
NYCifA Loan proceeds Will fund-os'taio iinpfcvfiiTients to 
niunetous varmas pubce tioBSirq projects q «,ne(Jai’d cpo'eten 
bv NVEHA N’CHA 's tne cMestand largest potiiic fioiisinci 

)6i OCO units inaimost 320 tlBv'alGSirrPnts rptHigrioul ii'3 fi-.e 
batcii'jns of Chi' 

Be 

a'-- a. . '• yeanmm. DSC foMne tmiisaction was Bsiimateo to be at 
least 3x though oonoiTtaturity ana anadditioiialDonds lest... . 

.■.■•••;. • • -v atlows OCHA to issue debt that maintains at leasf ix . . .. . . 

. A.;. coverage Tbe2005boiid8wjiifundaJpanfrOfd.OCHFA.to::' . 

OCHA LoariprciceBds wTtlfuiidceftsmimpfbVKfiefiti'to 
.•."••• numerous various public tiousinq projects ownod and opscated 
; byOCHA, , ' ■ 

Jefftey ftevidi Bonds issued tiy IHOA on bdialf of 5 jiaiticijjating public 

bousing audiorities (f*HAs). The series 2Q05A bonds will have 
a term of 20 years and are supported by the following PHAs; 
Housing Authority of the County of Cook. Housing Authority of 
violiet Greater Metropolitan Housing Area Authority of Ra'k 
Island County; Lee County Housing Auliiority': Quincy Housing 
Authority. DSC for the transaction ms estimated to be at 
least 3x though bond maturity for each authority. Bond 
proceeds will be used to expedite the modH-nixation programs 
being undertaken by eaclt PHA that are funded via annually 
appropriated capital funds, fhe extent ot eacii PHA's 
modemi/ation efforts differs, but typically will involve 
rehabilitation and iraproveiiisoT of existing units rather than 
file demolition and redevelopment of housing units. 


kfot^tig 


i 0^.;, 


Now YcrirCity Housing 
• QevBlOiimofir Cotporattoti 
CapiLsI Fund Program Hevenus 
Bonds, Sales 2«B 


' OislitoiidfiCpUimfeia^Haiis^ 
nn3riCd;.'Ag^^;:'0, '■ ; 


. Series 2(XK 


Illinois Housing Oevelopmoit Illinois Housing Develojsnent AA 
Authority, III. Auttiofity Capita) Fund Program 

Revenue Bonds, Series 2C®5 
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1abi« 1 Public Huusing Aiithiinty Cl-S Ratinys iConfill 


tousiig'AuthwftVi' '■ Meitdian .Housing Atiitwfiiy 
Capita! .fiiiKi tesnue Barai 
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. budgeted costs are appmximataty S34 rmllion. The proltets , : 
are expected to be compietod by ^OtOaortintliids 
replacement of water tines and intercom, exterior masonry . , 
repairs, and repair and replacement of ventiiation system and . 
emergency call system. Other improvements mchide new . 
finishes, furnishings, carpeting. lighting and hardware : 
r^lacemetn, and the completion of previousiy funded sievator 
r^bilitation and botier fepiscemoni. There will be no large- 
scale demolition or rehabilitation; and residents vvili not be 
relocated. Tf« individual projects were determined based on a 
30-Year frfiysical needs assessment. The projects are those 
that most need immediate attention or can be remedied with 
minimal expense. The authority stales tliat tlie securitization 
of capita! grant funding wiii enable if to reduce the time 
required to complete the projects to five years from 1 1 years. 

8y dedicating a portion of the capital grant funds to cover 
debt service, die remainder can be used to meet needs at 


Seattfe Housing Authonty's AAAi 

;;G3Plt^\fr«!ld''ProeiW:'6o^s::.'^''-A^ 

iSeriwSffiBA&a 


Seattle Hbiisi^'AuifitkiiY,' 


other properties. 


• Al! ratings in this table carry a stable outlook 



Table 2 -. Previously Published Capital Fund Arb'eles 


Artiefetit)* ' 

Publ'''rnaiKeflemtTv,3.d Piif'lK-' •• siA ''orty'Taci’aii-undSecur^ff^stJonRa^ngs 

The Evomtion of Public Housing Authority Capital; ^ufitizations'.- ... '■ - 


v^:2k® 


'.Articles are available to subscribers of RatiiigsDirscf. Stai^rd & Poor’s W^based cr«3it anaiysis svstem. at www.fatinqstiir8ct.com. 
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Long-Term Public Finance Credit Ratings 


aaa 

aa 

A 

BBB 

BB 

B 

CCC 

CC 

C 

D 


+/- 


An obligation rated 'AAA' has the highest rating assigned by Standard Sc Poor's. The 
obligor’s capacity to meet its financial commitment on the obligation is extremely 
strong. 

An obligation i^d 'AA* differs from the highest-rated obligations only to a small 
degree. The obligor's capacity to meet its financial commitment on the obligation is 
very stroi^. 

An obligation rated 'A* is somewhat more susceptible to the adverse effects of changes 
in circumstances and economic conditions than obligations in Irigher rated categories, 
but the obligor's capadty to meet its financial commitment on the obligation is still 
strong. 

An obligation rated 'BBB' exhibits adequate protection parameters, bur adverse 
economic conditions or changing cifcum.stances are more likely to lead to a 
weakened capacity of the obligor to meet its financial commitment on the obligation. 

An obligation rated 'BB' is less vulnerable to nonpayment than ocher speculative 
issues, but it faces major ongoing uncertainties or exposure to adverse business, 
financial, or economic conditions that could lead to the obligor’s inadequate capacity 
CO meet its financial commitment on the obligation. 

An obligation rated 'B' is more vulnerable to nonpayment than obligations rated 'BB', 
but the obligor currently has the capacity to meet its financial commitment on the 
obligation. Adverse business, financial, or economic conditions will likely impair the 
obligor’s capacity or willingness to meet its financial commitment on the obligation. 

An obligation rated 'CCC is currently vulnerable to nonpayment, and is dependent 
upon favorable business, financial, and economic conditions for the obligor to 
meet its financial commitment on the obligation. In the event of adverse business, 
financial, or economic conditions, die obligor is not likely to have the capacity to 
meet its financial commitment on the obligation. 

An obligation rated 'CC is currently highly vulnerable to nonpayment. 

The 'C rating may be used to cover a situation where a bankruptcy petition has been 
filed or similar action has been taken but payments on this obligation are being 
continued. 'C is also used for a preferred stock chat is in arrears (as well as for junior 
debt of issuers rated 'CCC-' and 'CC'). 

The 'D' rating, unlike other ratings, is not prospective; rather, it is used only where a 
default has actually occurred-and not where a default is only expected. 

The ratings from 'AA' to 'CCC may be modified by the addition of a plus or minus 
sign to show relative standing within the category. 
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How THE Rating Process Works 


S r.indiud 6c Poor’s follows a basic format in 
assigning a rating to an organization. From 
first request to publicaritm, diis is how our 
rating process works. 

1. The Bating Request 

When an organization first requests a rating, a 
Standard Sc Poor's analyst in that sector is 
assigned to head the rating ream, and he or site 
schedules a meeting with management. Several 
weeks in advance of the meeting, the oiganizanon 
will be expected to provide the following informa- 
tion: 

• Five years of audited annual financial state- 
ments; 

• The last several interim financial statements; 

• Narrative descriptions of operations and 
products; and 

• Any other documentation that analysts deem 
pertinent to a particular rating determination. 

2. The Management Meeting 

Typically, a few weeks after Standard Sc Poor’s 
analytical ream has had an opportunity to review 
the materials and has identified the key analytical 
issues to be addressed, die ream meets with senior 
management (usually the CFO or Treasurer). 

They review historical results, of course, but the 
focus is on the organization's future prospects. A 
meeting with a new issuer can last anywhere from 
two hours to as long as two days, depending on 
the entity’s complexity, and addresses such issues 
as: 

• The industiy environment and prospects; 

• An overview of major business segments, 
including operating statistics and comparisons 
with competicora and industry norms; 

• .Management's financial ixilicies and financial 
performance goals; 

• Distinctive accounring practices: 

• Management's projections, including income 
.ind cash-flow statements and balance sheets, 
together with the underlying market and 
operating assumptions; 

■ Capital spending plans; and 
• Financing alternatives and contingency 
plans, if any. 

Management's financial projections ate a valu- 
able tool in the rating process, because they indi- 
cate management's plans, assessment of its own 
challenges, and roadmap for responding to its 
challenges. Management projections also depict 
the organization's financial strategy in terms of 
anticipated reliance on internal cash flow or 


outside funds, and help to articulate financial 
objectives and policies. All that being said, it nev- 
ertheless should be understood that Standard 8c 
Poor's ratings are not based on management's 
financial projections or management's view of 
what the future may hold. Rather, ratings are 
based on Standard Sc Poor's own assessment of 
the organization's prospects. Comparing the orga- 
nization's projections with our analysts' own 
independent views of the organization's and 
industry's prospects also helps us to evaluate 
whether its management style is conservative, 
realistic, or aggressive. Facility tours for one or 
more analysts are often helpful, but not critical. 

3. Standard & Poor's Hoview And Analysis 
Once Standard 8c Poor's has held the 
.Management Meeting, the lead analyst reviews 
and analyzes the information obtained, both 
quantitatively and qualitatively, in terms of busi- 
ness risks, such as growth and cyclicality; those 
risks peculiar to the organization’s industry and 
aimpetirive position within that industry; and the 
quality of the organization's management and 
accounting. Then the organization’s financial risks 
are considered; its characteristics, policies, prof- 
itability, capital structure, cash flow and asset 
protection, financial flexibility, and liquidity. The 
committee's initial review process usually takes a 
few weeks and culminates in the Raring 
Committee Meeting. 

4. The Rating Committee Meeting 

A Standard 8c Poor's rating is never assigned by a 
single analyst. Instead, ratings are all determined 
by a committee of experienced analysts, The rat- 
ing committee generally comprises five to seven 
members, including the primary analyst. When 
the meeting is convened, the members make a 
critical examination of the primary analyst's find- 
ings. The candid and complete analysis may cake 
several hours, deiiending on the complexity of the 
entity. Only when everyone is satisfied that he or 
she understands the profile fully does the commit- 
tee vote and assign a potential racing. 

5. The Call To The Organization 

One member of the analytical team then calls the 
organization to announce the coinmiccee's conclu- 
sion. 

8. The Appeal Period 

Afrer Standard 8c Poor's has announced the com- 
mittee’s decision to the organization, the organi- 
zation has a brief time, generally a day or two, in 
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which it may appeal the rating-lxic only if it can 
offer substantia, material information not previ- 
ously available to the commtKce. The commitKe's 
final decision is then announced to the organiza- 
tion and CO the media. 

7. The Press Release 

A press release is sent out to the media, announc- 
ing the rating, dtc rationale iiehind die ranng, and 
the rating Outlook (our view of the ot^nizacion's 
long-term prospects). 

3. After The Rating Is Assigned: Reports And 
Ongoing Surveillance 
Tlie rating process does not eitd when the eating 
and Outlook are assigned; it is ongoing. Through 
ongoing dialogue with management. Standard Sc 
Poor's maintains surveillance on all the organiza- 
tions it rates. If there is a specific event that 
ScandartI 8c Poor's perceives might have an effect 
on the rating, we review it immediately, and make 
an announcement either that the eating is being 
changed or placed on Creditwatch because of the 
event, or chat we see no reason to change the rac- 
ing at rtiac time, in spite of die event. Absent 
marcrial financial events, o^aiiizations are 
reviewed regularly and updated as necessary. In 
addition to providing a rating, analysts also pre- 
pare longer, mote derailed research reports, which 
are available by subscription to the S8cP informa- 
tion service RacingsDirect. 

9. CreditWatch 

When a specific situation arises dtat might affect 
an organization in the short term and about 
which Standard 6c Poor's lacks sufficient iofocma- 
cion, the organization's Outlook is withdrawn, 
and the organization is put on CreditWatch. A 
CreditWatch listing is an indication that we are 
waiting to stx* liow the situation develops-such as 
we might in die case of a pending merger, acquisi- 
ritjd, or lawsuit-liefore we make a decision about 
ctianging our cadi^ and Outlook on the oi^aniza- 
cioii. CreditWatch may have positive, negative, or 
developing implications, but an organization stays 
on CreditWatch only until die precipitating event 
is resolved, usually less than a few raondis. 


10. The Analytical Policy Board 

Our Analytical Policy Board is our quality-control 
system. Standard & Poor'-S Analytical Policy 
Board consists of a thirreen-member board of sen- 
ior criteria and policy experts: one member from 
each of our geographical regions (siich as the 
U.S., Latin America, or Asia); one member from 
each business unit (such as Public Finance, 
Financial Institutions, or Indu-striaisj; a chairper- 
son; an attorney; and a research assistant. The 
Analytical Policy Board's function is to monitor 
the rating process, so chat we maintain a consid- 
ered and consistent approach-across disciplines, 
national borders, and business units-and to over- 
see rating changes that are significant, either 
ecause some news or economic event has occurred 
or because a raring is being lowered or raised by 
more than one raring category at a time, The 
Board also initiates new criteria when appropri- 
ate, such as in response to newly created credit 
instruments. 

11. Additional Information On The Rating 
Process And Rating Criteria 

Additional, more specific information on Public 
Finance Ratings Criteria is available on otir public 
Web site: www.stanciardandpoors.com. 
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Public Finance Analtocal Contacts 


Oavid Beers 

Managing Director, Global Sovereiga and 
International Public Finance Ratings, London 
david_beers@standardandpoors.coin 
(44) 2Q-71 76-7101 


Caro! Sirou 

Managing Director, Soverci^ and Incemationid 
Public Finance Ratings in Europe, Middle East 
and Africa, Pans 

caroLsirou@standardaadpoors.com 

(33) 1-4420-6662 


U.K. 

Adele Archer 
Director 

Team Leader for Health, Housing, Higher 
Education, and Projects 
adele_archer@standardandpoors.com 
(44)20-7176-3527 

Hugo Foxwood 
Rating Specialist 

hugo_foxwood@5candardandpoors.com 
(44) 20-7176-3781 


Robert Robinson 
Director 

ro berc_robin.son@srandardaudpoors.com 
(44) 20-7176-3824 


Licsl Saidanha 
Associate 

]icsL!>aidanha@standardandpoors.com 
(44) 20-7176-3571 

Sweden 

Gael Nyrerod 
Associate Director 

carLnyrerod@srandardandpoors.com 
(46) 8-44Q-.'>9i9 

Italy 

Victoria Ferraris 
Associate Director 

vittoria_fecraris@standardandpoors.com 
(39) 02-72-111-214 

Spain 

Myriam Fernandez deHeredia, 

Director, European Local and Regional 
Government Ratings 

myfiam_6ernande2@standardandpoors.com 
(34) 91-389-6942 


Germany 

Alois Strasser 
Director 

alois_scrasser@standardandpoots.coin 
(49) 69-339-99-240 

Canada 

Paul Caidcr 
Director 

pauLcalder@staadardandpoors.com 
(1)416-507-2523 

Stephen Ogiivie 
Associate Director 

scephen_ogilvie@standardandpoors.com 
(1)416-507-2524 

U.S. 

Moraa Andima 
Rating Analyst 

moraa_andima@srandardandpoors.com 
(D 212-438-2734 

Wendy Dolber, 

Managing Director and Team Leader of 
Housing and Structured Ratings 
w'endy_do[ber@standardandpoors.com 
(11212-438-7994 

Karen Flores 
Associate Director 

karen_floces@srandardan<.i poots.com 
(1) 415-37I-.S018 [ 


Jeffrey Previdi 
Director 

ieff_previdi@standardandpoors.com 
(1) 312-233-7004 

Lawrence Witte 
Director 

lawrence_witte@standardandpoors.com 
(1)415-371-5037 


Valerie White 
Director 

valecie_white@srandardandpoors.com 
(1) 212-438-2078 

Australia 

Brendan Flynn 
Director 

brendan_fiynn@srandardandpoors.com 
(61) 3-9631-2042 
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Public Finance Business Contacts 


U.K. 

Canada 

Sandra Pereira 

Ann O'Farrell 

Director 

Director 

Business Development 

Business Development 

sandra_pereira@standardandpoors.com 

ann o'£arreU@standardandpoors.com 

(44} 20-7176-3746 

(1)416-507-2539 

Italy 

U.S. (Southern) 

Carlo Barbarisi 

Lou Ann Heath 

Associate Direaor 

Director 

Business Development 

Business Development 

carlo barbarisi<^tandard@poors.com 

louann heath@sfandardandpoors.com 

(39) 02-72-111-218 

(1) 214-871-1423 

France 

U.S. (Bast Coast) 

Francois Degas 

Spiro Hountalas 

Director 

Director 

Business Development 

Business Development 

francois degas<S^tandardandpoors.com 

spiro hountaias@standardandpoors.com 

(33) 1-4420-6656 

(1) 312-233-7018 

Germany 

U.S. (West Coast) 

Ulrich Biedsaum 

Pamela Berkowitz 

Associate Director 

Director 

Business Development 

Business Development 

ulrich bierbaum@srandardandpoors.com 

pamela beri<owitz@standardandpoors.com 

(49)69-339-99-173 

(1)415-371-5012 


Australia 

Denis CSulIivan 
Director 

Business Development 
denis_osuUivaii@standardandpoors.com 
(611 3-9^31-2028 
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June 26, 2006 


Via Electronic Delivery 


The Hon. Michael R. Turner 
Chairman 

Subcommittee on Federalism and the Census 
U. S. House of Representatives 
U.S. Congress 

2157 Rayburn House Office Building 
Washington, DC 20515-06143 

Dear Congressman Turner: 

We are pleased to respond to the additional questions submitted by the Subcommittee, as follows. If 
you require any additional information, please do not hesitate to coiUact me. 

1. Can you further explain the "Line of Credit Control System" that you mention in your testimony? 
How does this insulate a bondholder against operating risk? 

The Line of Credit Control System (LOCCS) is the direct deposit method by which HUD distributes 
funding subsidies to public housing authorities. Under the Capita! Fund Financing Program (CFFP), the 
PHA pledges its Capital Fund in the amount of annual debt service during the term of the bond 
financing to the trust estate, The legal structure of these bond transactions is such that HUD, through its 
LOCCS system, earmarks each year the first dollars of a PHA's Capital Fund allocation in the amount of 
that year’s bond debt service for the trust estate and holds it-distribuiing the debt service payments 
typically in semi-annual disbursement directly to the Trustee. This insulates the bondhol^r because the 
fiinds are structured not to be in the possession of the housing authority and, therefore, not to be used for 
any purpose other than for what they were intended— a pledge to the trust estate. 

2. You also mention that in your ratings of PHA management performance, there have been instances 
where you have had to give low scores because of poor obligation and expenditure history, failure to 
complete contracts, high turnover and lack of institutional procedures. It sounds like S&P has the 
ability to rate performance of PH As rather accurately. 

a. S&P and other rating firms have only applied these rating when a PHA wishes to issue bonds. 
In your opinion, can S&P apply its ratings to the PHAs as a whole? In other words, could a 
credit worthiness rating be adapted or applied to rating the performance of the PHAs as whole? 
h. How would you do that and what factors, in general, would you look at? 
c. In your experience, what has been the general attitude of the PHAs about making the 
management, operations, and financial practices more transparent? 

As part of analyzing a CFFP transaction, S&P looks al those elements in the management and 
organizational capacity of a PHA that could impede its creditworthiness. S&P is concerned about the 
likelihood that a PHA can be sanctioned and lose some or all of its funding stream that is pledged to pay 
debt service. 
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There are a number of factors that lead S&P to determine that the management of the organization can 
likely sustain the practices necessary to maintain good credit quality. Strong codified and 
institutionalized management practices and procedures with a history of success generally support an 
organization's strong and positive credit quality. Successful oi^anizational strategic planning along with 
completion of the tasks associated with supporting their long-term goals also tend to indicate that the 
PHA can successfully manage the elements associated with long-term bond financings and its 
obligations under its debt programs. 

Standard & Poor's provides Issuer Credit Ratings (ICRs) for many types of organizations. These ratings 
provide an indication of an entity’s general creditworthiness to fulfill their financial obligations. While 
we have not yet applied an ICR to any PHA, we believe that they would be a valuable tool for the PHA 
industry and are actively working on developing specific rating criteria. This criteria may be similar to 
that developed for United Kingdom housing associations, which have some similarities to PHAs, 
especially given their potentially expanded capabilities. S&P’s U.K. housing analysis looks at business 
risk, including; 

if Government support and regulatory framework, including ownership stmcture, legal status, history 
of government financial support; 

Business oveivdew, strategy, diversification and development, including number and type of 
properties, location, geographic dispersion, markets served, development strategy, appraisal process; 
Governance and management quality; including role of the board and status of relationship with 
board and regulators, experience and tenure of senior and operational management, consistency and 
achievement of targeted goals, risk management strategy and funding strategy; 

Demand and competitive position, including local market conditions, socio-economic profile of 
clientele, affordability; 

Asset Quality, including portfolio configuration and potential changes; asset condition and overall 
quality; 

Operational performance, including scale of operations, operational efficiency and flexibility. 

S&P’s ratings of U.K. Housing Associations also take into account key financial risk factors, such as: 

'f Operating performance and the ability to generate sufficient operating margin in order to meet 
financial obligations, attract capital for investment and withstand business adversity, including 
operating margin, net margin and other financial ratios; 

'f Capital Structure, to assess borrowing levels, including loan to value ratios, income as a percentage 
of debt and debt per unit; 

'f Cash flow protection, the ability to service debt through the internal generation of cash, including 
funds from operations over total debt and other ratios; 

'f Financial flexibility, the ability to combat adverse financial conditions, including liquidity analysis. 

In order to arrive at an ICR, S&P relies upon documentation from the issuer and conducts on site 
property inspections and interviews with key personnel. Our experience working with PHAs thus far 
reveals that responsiveness on the part of PHAs varies. In general, larger, more sophisticated PHAs, 
which have been in the bond market, for example, are used to providing this type of information and do 
so with relative ease. Smaller PHAs with limited staff may find this challenging, especially if they do 
not have institutional practices and processes and access to critical reports and documentation. 

5. You mention that PHAs as a group seem reluctant to move forward with bond financing or other 
financing options for a variety of reasons (e.g., lack of familiarity with the marketplace, negative 
impact on funding, and potential liability). 

a. Can you expand your thoughts on these reasons? 

h. In your opinion, what can be done to alleviate these concerns? 

These remarks were based on our observation of the small number of PHAs which have issued bonds 
individually or collectively, as well as anecdotal information from discussions with PHA personnel, 

2 
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Mr. Turner. Mr. Tracey. 

STATEMENT OF BRIAN TRACEY 

Mr. Tracey. Good morning. On behalf of the 200,000 associates 
working at Bank of America, thank you for the opportunity to 
share our thoughts today on the use of private capital for public 
housing. As the national leader in community development. Bank 
of America works to help build stronger and healthier neighbor- 
hoods throughout the country. In support of public housing. Bank 
of America acts as a lender, an investor and a real estate devel- 
oper, working with housing authorities in more than 30 States. 
During the last 10 years. Bank of America’s provided more than 
$500 million in debt and equity for over 40 PHA mixed-finance 
transactions. Our company has also been a leader in structuring 
capital fund financing program bonds, which allow PHAs to use 
lower-cost tax-exempt debt to accelerate improvements to public 
housing properties, providing about one-third of all private capital 
supplied to the Nation’s housing authorities using this technique. 
This private capital often leverages more limited public funding, 
multiplying the benefit of public investment typically four to six- 
fold. 

Clearly, public housing benefits from access to private capital. 
Here’s an example of how we’ve worked with one local agency to 
combine Federal housing support with a range of public and pri- 
vate resources to benefit low-income residents. Northwestern Re- 
gional Housing Authority serves a seven-county area in western 
North Carolina. Recently acting as a sole developer. Northwestern 
completed 40 rental apartments for very low-income seniors in Elk 
Park. This transaction involved the acquisition and conversion of a 
historic school building and a total cost of almost $5 million. North- 
western leveraged a mix of public and private funding sources, in- 
cluding project-based Section 8 operating support, low-interest fi- 
nancing from the North Carolina Housing Finance Authority, per- 
manent financing through the Federal Home Loan Bank, AHP pro- 
gram and low-income housing tasked equity construction financing 
and State and Federal historic tax credit funding all provided by 
Bank of America as lender and investor. 

Northwestern’s Elk Park development demonstrates the possibili- 
ties of alternative sources of funding not always used by housing 
authorities, but this success is far from commonplace, and many 
aspects of the current regulatory and funding environment dis- 
tinctly limit what lenders and investors, such as Bank of America, 
can accomplish today. 

What are these limitations, and how they can be changed? A few 
thoughts, a few recommendations. Congress and HUD should pro- 
vide stable and predictable funding for public housing. 
Northwestern’s success at Elk Park would not have been possible 
without an expectation of predictable Federal funding on the part 
of the housing authority’s financial partners, and recent proposed 
and appropriated funding trends for public housing have under- 
mined private sector confidence and the stability of many of these 
programs. HUD should also implement consistent standards for 
common types of transactions involving private capital and public 
housing. Today, HUD approves every public housing capital grant 
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financing and every public housing transaction involving the low- 
income housing tax credit on a case-by-case basis largely centered 
here in Washington. Approvals are often very long and coming 
even in instances where HUD has approved transactions previously 
using substantially identical documentation. 

HUD, working with the private sector, should craft a series of 
clear, reasonable so-called safe harbor standards for approving 
transactions. This safe harbor approach will help create a more en- 
trepreneurial climate for public housing authorities where they can 
predictably access the full range of financing tools used by private 
developers. One last recommendation, HOPE VI funding should be 
restored to the levels prevailing 3 years ago. Bank of America, in 
its experience, has seen HOPE VI funding improve not only the 
lives of public housing residents, but also act as a catalyst for eco- 
nomic development resulting in private capital flowing to the 
stressed areas adjacent to the public housing community. One such 
example is Capitol Park in the Peace College area of Raleigh, NC. 
This mixed-income, mixed-use community developed by the Raleigh 
Housing Authority as sole developer now includes both rental and 
single-family homes, a community center, daycare facilities, a char- 
ter school and a commercial office building where once was an iso- 
lated 25-acre complex of poorly designed public housing. 

So who benefits from the use of private dollars to fund public 
housing? Well, first and most importantly, we believe the public 
housing residents benefit through more money sooner to improve 
both their homes and their neighborhoods. Second, the broader 
community. As private capital is attracted to the blocks surround- 
ing public housing developments and finally our government and 
taxpayers by efficiently leveraging government dollars with private 
capital to accomplish more with the same amount of public fund- 
ing. 

Thank you, Mr. Chairman and members of the subcommittee, for 
the opportunity to make these observations today. Thank you. 

[The prepared statement of Mr. Tracey follows:] 
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Testimony of Brian Tracey, Senior Vice President, Bank of America 
before the 

House Government Reform Subcommittee on Federalism and the Census 

“Public Housing in the Competitive Market Place: 

Do Affordable and Public Housing Developments Benefit from Private Market and Other 

Financing Tools?” 

May 23, 2006 

Good morning. I’m Brian Tracey. On behalf of the 200,000 associates working at Bank of 
America, thank you for the opportunity to share our thoughts on private capital in support of 
public housing. 

As a national leader in commimity development. Bank of America works to help build stronger 
and healthier neighborhoods throughout the country. 

Bank of America associates are developing real estate, providing financing and making equity 
investments, using a variety of financial tools and programs in working with individuals, 
government agencies, nonprofit organizations and businesses. A significant part of this work 
involves partnerships with local public housing agencies. 

In support of public housing, Barrk of America is a lender, an investor, and a real estate 
developer, working with housing authorities in more than thirty states. 

During the last ten years. Bank of America has provided more than $500 million in private debt 
and equity capital for over forty PHA mixed-finance transactions. Our company has also been a 
leader in structuring capital fund financing program bonds, which allow PHA’s to use lower- 
cost, tax-exempt debt to accelerate improvements to public housing properties. Bank of 
America, primarily through its affiliate, Banc of America Securities, has provided about one- 
third of all private capital supplied to the nation’s PHAs using this technique. Working with 
HUD, we pioneered this structure five years ago with a $33 million loan to the housing authority 
here in Washington. 

The capital we have supplied to public housing has often served as an important leveraging 
resource for limited public funding - multiplying the benefit of public investment four to six 
fold. While these leveraged dollars benefit public housing, they also help nearby neighborhoods 
and the larger community. Clearly, public housing benefits from access to private capital. 

Here’s an example of how we have worked with one local agency to combine federal assisted 
housing support with a much wider range of public and private resources to serve low-income 
rural seniors: 

Northwestern Regional Housing Authority is a mral housing authority serving a seven-county 
area from its head office in Boone, North Carolina. This smaller agency has successfully 
completed several housing projects, acting as the sole developer, and using a variety of funding 
sources, including the low-income housing tax credit. 

For example, two years ago, Northwestern completed development of 40 rental apartments for 
very low-income seniors in Elk Park, North Carolina. This transaction involved the acquisition 
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and conversion of a historic school building at a total cost of almost five million dollars. To carry 
this out, Northwestern leveraged a mix of public and private funding sources, including: 

• Project based Section 8 operating support; 

• Low-income housing tax credit equity, provided by Bank of America; 

• A construction loan, (also from Bank of America); 

• State and federal historic tax credits. Again Bank of America served as investor; 

• A subordinate, low-interest loan from the North Carolina Housing Finance Authority; 

• Low-interest permanent financing through the Federal Home Loan Bank of Atlanta’s 
AHP program, with Bank of America as the sponsoring lender. 

Northwestern’s Elk Park development demonstrates that leveraging and an entrepreneurial 
approach are relevant across the size spectrum of PHAs. The development also shows the 
importance of looking to sources of funding not always used by housing authorities - including 
historic tax credits, funding from the Federal Home Loan Bank, and various lending programs 
offered by state and local governments. 

But this success is far from commonplace. Many aspects of the current regulatory and funding 
environment distinctly limit what lenders and investors, such as Bank of America, can 
accomplish today. 

So, what are these limitations and how can they be addressed? A few recommendations: 

• Congress and the administration should support and provide predictable, stable funding for 
public housing and other programs seeking increased levels of private capital. 

None of Northwestern’s considerable accomplishments at Elk Park would have been possible 
without an expectation of stable federal funding on the part of the housing authority’s 
financial partners. 

Recent proposed and appropriated funding trends for public housing have served to erode 
private sector confidence in the stability and durability of these programs. This includes the 
public housing operating fund, and the capital fund. Similar success stories are threatened. 

With such declining confidence, the ability of local communities to leverage limited federal 
funding will decline. 

By contrast, with stable funding, there is an even more significant role for private capital to 
play in public housing. 

• This Subcommittee and the Congress should encourage HUD to work with experienced 
stakeholders to implement “safe harbor” standards for common types of transactions 
involving private capital and public housing. 

Today, HUD approves every public housing capital grant financing and every public housing 
transaction involving the low income housing tax credit on a case by case basis largely 
centered here in Washington. 
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Approvals are too often very long in coming ~ upwards of a year in some cases - even in 
cases where HUD has approved transactions using substantially identical documentation. 

While some transactions and some PHAs benefit from this type of extraordinary close 
scrutiny, many do not. There are no exceptions for “high performing” PHAs. 

In addition to the obvious costs of delay, the currently prevailing approval environment 
discourages all but the most patient private sector players Ifom seeking opportunities to 
engage with public housing. 

To correct this problem, HUD, working with experienced stakeholders, should implement a 
series of clear, reasonable “safe harbor” standards for mixed finance, for capital and 
operating grant finance transactions. 

The “safe harbor” approach suggested here will nurture a more entrepreneurial climate for 
public housing where they can predictably, and more efficiently, access the full range of 
financing tools typically used by private affordable housing developers. 

HUD also needs to provide adequate staffing to expedite the review and approval process. 
HUD should consider using staff fi'om other HUD program areas to support this effort. The 
Congress should support such staffing commitments. 


• This Subcommittee should promote widespread simplification of existing public housing 
regulations. 

Too much of public housing’s regulatory environment is complex, excessively proscriptive 
and expensive to administer. 

The emphasis here should be on core program outcomes (income targeting, affordability, 
availability) while allowing for considerable local flexibility and innovation on how those 
outcomes are achieved. 


• Congress, working with the administration and other stakeholders, should adopt legislation 
which would permit property based financing in public housing. 

In our nation, substantially all multi-family residential real property finance is “property 
based.” 

This means that the property receiving the investment is available as collateral security to 
creditors and that most or all property related debt is paid from property operating income. 
This system works quite well and attracts considerable private capital for all types of market 
rate properties and for many types of affordable properties. 

Public housing remains the big exception to this rule. 

The bi-partisan Millennial Housing Commission and the Congressionally mandated Harvard 
Public Housing Operating Cost Study both suggested that public housing needed to join the 
affordable housing finance mainstream by gaining the ability to effect property based 
financings. 
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Also, the administration has twice proposed legislation for a “Public Housing Reinvestment 
Initiative” which would permit property based financing for public housing. 

A number of coordinated changes to existing statutes and regulations governing public 
housing will be necessary to bring property based financing to public housing. 

While we are not today endorsing any specific proposal in this area, we believe that federally 
assisted housing for the nation’s poorest citizens - those who reside in public housing - 
would benefit from a shift to a more property-based financing scheme, typically used by the 
rest of the affordable housing industry and by market-rate multifamily housing generally. 


• HUD should encourage housing authorities to act as entrepreneurs, adopting private market 
financing methods and tools. HOPE VI has in many instances had this effect. Funding for 
this critical program should be restored to the levels prevailing three years ago. 

For more than a decade, HOPE VI has been an important tool to leverage private investment 
in mixed income housing. Throughout the country. Bank of America has seen HOPE VI 
funding improve not only the lives of public housing residents, but also act as a catalyst for 
economic development, resulting in private capital flowing to distressed areas adjacent to the 
public housing community. This multiplier effect, often overlooked in judging the success of 
HOPE VI, can be seen in many HOPE VI developments. 

One such example, in North Carolina, is Capitol Park, in the Peace College area of Raleigh. 
This mixed-income, mixed-use community, developed by the Raleigh Housing Authority, 
now includes both rental and single-family homes, a community center, daycare facilities, a 
charter school, and a commercial office building, where once was an isolated 25-acre 
complex of poorly designed public housing. 

Adjacent to the site, vacant tracts of land and older, existing houses were purchased by 
private investors and developed or renovated into single-family homes. Peace College, a 
private two-year institution, expanded its campus toward the former public housing site, 
purchasing several undeveloped acres, which had formerly served to divide the community. 
And Pilot Mill, once a vacant and blighted warehouse before the HOPE VI redevelopment 
began, now contains residential condominiums, office space and a charter school. 

HOPE VI funding serves as the catalyst which makes possible this kind of comprehensive 
revitalization, transforming not just one block, or a few houses, but an entire neighborhood, 
an approach to revitalization that magnifies and accelerates improvements in the quality of 
life in a community, using not just government funding, but a much larger amount of private 
capital as well. 


To conclude, we should ask: “Who benefits from the use of private dollars to fund public 
housing?” 


First, and most importantly, the public housing residents, through more money, sooner, to 
improve both their homes and their neighborhoods; 


4 



68 


Secondly, the broader community, as private capital is attracted to the neighborhoods 
surrounding public housing developments; 

And finally, our government and taxpayers — by efficiently leveraging government 
dollars with private capital to accomplish more with the same amount of public funding. 

Thank you, Mr. Chairman and members of the Subcommittee, for the opportunity to make these 
observations. 
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Mr. Turner. Thank you. Mr. Tracey, I’m going to start with you. 
In turning to the issue of the low-income housing tax credit, I have 
a couple of questions that are issues that you’ve not really raised. 
My experience has been that for Low-Income Housing Tax Credit 
Program, the participation by banks as investors or purchasers of 
low-income housing tax credits themselves has been really essen- 
tial for this success. If you look industry-wide, the participation by 
other sectors of businesses who could be investors for the tax cred- 
its is very minimal. My understanding of part of the reason for that 
is not just the great expertise that banks have in being able to 
wade through the technical requirements but also the Community 
Reinvestment Act incentive that is there for banks. I would like, 
if you would, please, talk about that for a moment and the Commu- 
nity Reinvestment Act’s incentive for banks to participate. And 
then second, which is the real crux of my question is, once the 
Community Reinvestment Act was an incentive for banks to par- 
ticipate in low-income housing tax credits, today are you experienc- 
ing enough of a return? Are the projects profitable enough for the 
bank? Is your participation in it now for just basic business prin- 
ciples independent and sound enough that you would continue that 
even without the Community Reinvestment Act by impacts? 

Mr. Tracey. That’s a very interesting question, and I think clear- 
ly historically as the creditors evolved, we’ve seen more private 
capital, primarily through banks, however, attracted to the low-in- 
come housing tax credit. As a result, on the one hand, it’s become 
a much more efficient credit so prices of the credit are now in- 
creased to some cases approaching or exceeding $1 whereas 20, 25 
years ago it was much lower than that. So we’ve seen additional 
private capital flowing in. 

Now, how much of that is a function of Community Reinvestment 
Act, and how much is it a function of the attraction to that return? 
I can’t really quantify that. I’ve never seen any type of statistical 
analysis trying to differentiate between the two. We are clearly 
driven in our low-income housing tax credit approach by the re- 
quirements of the CRA. At the same time, the returns — and we de- 
fine returns probably a bit differently, more broadly in the use of 
the credits — are still attractive enough that we’re getting positive 
overall yields from our portfolio. When I say returns, we’re looking 
at the definition of return as also including the other business op- 
portunities to credit drives for us as a financial institution, which 
is the opportunity to provide construction and permanent financing 
to those developments that benefit from the tax credit. 

One other observation, again, because of the increased private 
capital flowing into these markets, the returns on low-income hous- 
ing tax credits are actually quite low, and in some instances, ap- 
proach the yield for similar type Treasury investments, and the 
concern we have is clearly there is a difference between the risk 
in a low-income housing tax credit investment and the risks invest- 
ing in U.S. Treasuries. We’re not quite sure what to make of that 
in the financial markets. I think some could say, well, that’s the 
effect of the CRA, driving down returns because there’s a non- 
financial component of why private capital is attracted to those in- 
vestments. 
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Mr. Turner. Thank you so much for your answer. That was an 
excellent answer. Very tough topic and very well described. Once 
the investment is made, the issue has been raised of the exit tax, 
if you will, of once the purchaser of the tax credits becomes an in- 
vestor in the project and the period of time in which the tax credits 
have expired and the abilities of the investor to exit the project, 
then it incurs a tax consequence. Can you talk about that for a mo- 
ment, because we’re getting our inquiries as to ways that we might 
be able to modify. 

Now that some of these projects are maturing and the investors 
have their investment there and wish to exit the project, could you 
speak about those tax consequences and if you have any sugges- 
tions as to how that might be addressed? 

Mr. Tracey. Well, I’m not a tax expert, but it is an issue, and 
we rely very heavily on others in the industry that are studying 
this issue. I know there’s a group that we support, a small collec- 
tion of developers, attorneys, financial professionals called the In- 
stitute for Responsible Housing Preservation. It’s based here in the 
District, that is studying this issue. We’ve had several meetings 
with officials at HUD to talk about specifically the exit tax and pro- 
posals for exit tax relief. Other industry groups. National Housing 
Conference, for example, is also focused on this issue. This is be- 
coming more of an obstacle to the preservation of affordable hous- 
ing as tax credit projects that were done early in the life cycle of 
the credit now either have expired or are approaching the end of 
the compliance period. And I’m not prepared today to give any rec- 
ommendations to that effect, either than just refer you to the same 
industry professionals we look on for advice. 

Mr. Turner. Thank you. Mr. Clancy, do you have any comments 
about the issues of the exit tax? 

Mr. Clancy. The exit tax relief, if applied broadly, could be ex- 
tremely valuable, but it is an expensive item. What we have been 
able to utilize in our attempt to preserve some affordable housing 
assets where owners are facing exit tax but want to sell is if, in 
fact, the value of the property has gone up to some degree as a 
nonprofit, we’ve been able to structure transactions where a chari- 
table contribution, a bargain sale can be structured where the in- 
vestors get a charitable contribution for contributing their interest 
and that deduction can help offset the exit tax and provide relief. 

Now, that requires the property have value that there be enough 
value in the property, that, in fact, that’s a legitimate deduction 
that, in fact, they are, in turning over the property, giving over 
value, but I think that mechanisms like that could be further de- 
veloped in ways that might avoid the large-ticket expense of broad- 
scale exit tax legislation, which we in the industry have been talk- 
ing about for about 15 years, but you know, obviously the Congress 
has not seen fit to enact, given the price tag involved. 

Mr. Turner. Mr. Clancy, you raised a number of issues in your 
testimony concerning transitioning funding in programs to a com- 
petitive basis. As you are aware, there are a number of commu- 
nities that have varying levels of expertise and varying levels of ac- 
cess to expertise. A city like Chicago is going to have individuals 
even beyond the public housing sector who are going to have com- 
plex financial transaction experience, complex real estate and legal 
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experience that may not be easily found in communities where we 
have public housing and where that public housing needs to be 
remedied. 

You have been highly successful and, as you know, I’ve toured 
some of the wonderful transformations that you’ve been a part of 
that have occurred in Chicago. I’m wondering if you might, for a 
moment, please describe to us some of the types of expertise that 
you think are necessary in order to be successful. As we look to 
what assistance communities are going to need, part of it is fund- 
ing. I noted the commonality of stability of funding that was in 
each of your risks. I wondered if you had all compared notes before 
you got here, but I assumed not. But that level of expertise is also 
an issue that is necessary even beyond funding. And to just high- 
light this, as you are aware, part of the proWems in continuing 
HOPE VI funding is the belief by some members that HOPE VI 
funding has not met the level of expertise and performance that 
we’ve seen in other communities. So I’d love your thoughts on that. 

Mr. Clancy. Well, I think that the substantial majority of effec- 
tive HOPE VI production over the last 10 years has happened in 
public-private partnerships between housing authorities and devel- 
opment actors with experience in utilization of tax credits, utiliza- 
tion of forms of debt and equity that get combined with public 
housing capital. Those development actors — because HOPE VI 
itself is a complex program and is layered on top of tax credits — 
you’re absolutely right that the actors with the sophistication to 
carry out that kind of a complex financing there tend to be many 
more of them in large cities than in smaller cities. 

I think that this is less true today than it was 10 or 15 years 
ago, and the industry has reached a certain level where many of 
the lawyers, many of the accountants, many of the smaller devel- 
opers who were involved in doing affordable housing have had 
some degree of experience with public housing capital sources and 
could — particularly if some of the recommendations on looking at 
ways to streamline and simplify some progress could be made — 
could be brought into utilizing those resources. 

I think one of the key requirements, Mr. Chairman, that is often 
a complicated one, is the way in which housing authorities reach 
out to the private sector and the complex procurement regulations 
of the department, and oftentimes again, why I recommended re- 
instituting planning grants, often times housing authorities don’t 
quite know what’s possible with a given site and so how do they 
reach out for a private partner when they don’t know what they’re 
reaching out for? 

So there needs to be an understanding and there needs to be 
support from HUD, which I think in the early years of the HOPE 
VI program, there was for housing authorities to be able to under- 
stand how they can procure a partner, how they can acquire the 
expertise to enable them, even if they’re a smaller authority to uti- 
lize the same kind of techniques that larger cities are able to use. 
I think that’s very possible to do. 

Mr. Turner. Ms. Dolber, in looking at your written testimony 
and your comments, both my staff and myself are curious about the 
issue that you have raised for pooling of resources and in looking 
at how that is accomplished. You’re talking about PHAs, having 
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used HUD’s capital fund financing program and the pooling have 
heen accomplished ranging from two PHAs to 35 PHAs. Could you 
just describe this process? Obviously, the lack of a clear relation- 
ship between the public housing authorities and, as you have 
raised in your comments, the issue of funding sources just raised 
several questions about that whole process. If you could elaborate. 
I’d appreciate it. 

Ms. Dolber. The pool financings — the way they work is that a 
group of PHAs will issue bonds collectively. So instead of each one 
going out with, let’s say Norfolk Housing Authority will go out and 
do a $2 million bond transaction on its own, pay over costs of 
issuance, and all the other — the costs associated with doing that, 
they would team up with a number of other housing authorities in 
the State, and they would do it together. 

So therefore, the cost of issuance is spread out among all the dif- 
ferent housing authorities, and typically these are put together by 
an FA an investment banker or a State housing finance agency, as 
Pennsylvania Housing did, who will corral all the PHAs together 
and bring them into the financing. And the way that it works is 
that they will pledge their capital funds, you know, together, but 
their capital — Norfolk is only going to be used to pay for Norfolk’s 
obligation, and if it had excesses available, it’s not going to help 
any other housing authority. So they — there will be a debt service 
reserve fund that anybody, you know, could use to pay debt service, 
or the trustee will use to pay debt service, but there’s no fungibility 
among the PHA funds, and that’s fine, but it’s a very rateable 
transaction. It sells well on the marketplace, but what it — what it 
doesn’t allow is for a public housing authority that doesn’t have as 
much capital funds to bring to the table. They might be — not be 
able to participate in the financing. 

Mr. Turner. So it lowers their cost, but not their risk? 

Ms. Dolber. That’s right. 

Mr. Turner. At this point. I’ll turn to Mr. Clay for his questions. 

Mr. Clay. Thank you, Mr. Chairman. I’ll start with Mr. Clancy. 
Welcome. Although our public housing authorities have longer 
waiting lists than ever, there’s no longer one for one matching re- 
quirement concerning the demolition and reconstruction of low-in- 
come housing units. Doesn’t this pose a threat to those already on 
a waiting list for public housing? And what long-term solutions 
would you offer to the shortage of units available? 

Mr. Clancy. I think obviously there are huge funding challenges 
that, as somebody committed to supporting good housing and good 
supports for low-income families, particularly in urban areas. I’d 
feel the lack of resources is an outrage. To talk more particularly 
about what happens in the demolition of public housing and its re- 
placement, our experience has been — has been mixed. One of the 
interesting things that happens — if you focus on the families that 
are in the public housing itself, often times when we get involved, 
the housing authority’s already planned for demolition of the public 
housing, has already relocated a lot of families, and they’ll be in 
other places and then they’re offered, oftentimes, a chance to come 
back, oftentimes with requirements like work requirements, for ex- 
ample, in the city of Chicago. 
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What’s interesting is that a lot of the families that actually have 
moved have been relocated out of a public housing site don’t want 
to come back, even when you build a really attractive, you know, 
first-rate mixed-income environment. It’s not always the case, but 
what happens many times is again, a lot of these developments 
have been very distressed. There’ve been environments that people 
who have stayed in those environments are people who don’t have 
a choice, and even though people who have been relocated may 
have been given a voucher or something else that is not necessarily 
a stable, long-term fixed asset in terms of affordable housing, and 
so it gives us all concern. Yet for that family, that relocation that 
they went through, 9 times out of 10 has been a positive experi- 
ence, compared to where they were living. 

Now, you created a whole new environment, and so it’s a whole 
new day, but many times the history of having lived in that envi- 
ronment when it was a bad environment and the fact that a family 
may be stably settled in another neighborhood, they don’t want to 
come back. What’s more important, I think, is to really focus on the 
families that are there, the families that want to make a transition 
to the new community, and there’s a real timing challenge there, 
because supporting a family that has been on public assistance for 
perhaps two generations to meet a jobs requirement, I mean, you’re 
talking about needing to work with a family over an extended pe- 
riod of time, needing to deal with a lot of very intractable social 
challenges that family faces to enable that family to really become 
a strong part of that future community. 

And I think one of the disconnects is that we don’t always sus- 
tain the attention to that effort in these redevelopments, and while 
we create a mixed-income community, I think it’s critically impor- 
tant that, you know, over 3 years, over 5 years, over 10 years, the 
kind of public education that happens in a neighborhood, the kind 
of support for families to get jobs and to get better jobs need to be 
sustained and maintained to really be of service to those — to the 
low-income families that really are the core of the mission of the 
transformation effort itself. 

Mr. Clay. You mention relocation with voucher and Section 8. 
Do you have any examples of some creative relocations, such as a 
first-time homeownership? 

Mr. Clancy. I’m aware of limited amounts of that. There has 
been some, certainly, for example, in Chicago where we’re working, 
we are in the first phase of home ownership that’s happening right 
now. There are, I believe, a handful of public housing tenants that 
are going into ownership units in the new mixed-income commu- 
nity. That’s a very small number in a large community, but at least 
it’s a start. Again, I think that what we expect, actually, in Chicago 
where it’s a 3,000-unit total build-out, mixture of rental and sales 
is that we hope that a number of our public housing families that 
come in as rental families over time will graduate to ownership 
units within the same community, and we’re trying to basically end 
up with a community that has that kind of escalating opportunity 
for those families. 

Mr. Clay. Thank you for that response, Mr. Clancy. Ms. Dolber, 
how can your agency factor in the reliability of Federal support of 
public capital financing programs when Congress and the adminis- 



74 


tration are constantly at odds over its value? And are tax credits 
over a 5 or 10-year budget window more reliable for establishing 
the creditworthiness of a PHA? Two questions. 

Ms. Dolber. I can answer the first question. I didn’t really un- 
derstand the second question about tax credits. 

Mr. Clay. Let’s try the first one. 

Ms. Dolber. OK. I think what you’re talking about is the risk 
of appropriations and the declining of appropriations every year 
and how we view that, is that right? 

Mr. Clay. Yeah. 

Ms. Dolber. All right. That’s a great question. When we first did 
our rating in 2001, the industry was able to supply us with a lot 
of very good information about the history of the appropriations. 
And so we were able to look at it and feel that we knew what the 
track record was, and that in order to make sure that service could 
be paid, we look for excess coverage. 

So we got comfortable with a lot of the mechanisms that have 
been put into place at that time, like negotiated rulemaking and, 
you know, things that would allow us to predict what level each in- 
dividual PHA might get that we would look at in a financing. Now 
we knew that in years to come, it could be possible that appropria- 
tions could be cut, and that’s why we look for excess coverage. 
Without the excess coverage, there’s no way that the bond issues 
that we raised would have been investment grade. 

Now, in the last 6 years or 5 years, every single year appropria- 
tions have been cut. That definitely got our attention. We watch it 
very closely, and we really did ask ourselves a question, do we have 
to downgrade the bonds? It’s very difficult for us to put our finger 
on, what is the level of the Federal Government’s support for puWic 
housing finance? It’s clear the support for public housing, but what 
about public housing finance? Because there’s really no one from 
the Federal Government that’s going to say to us, don’t worry 
about it, everything’s going to be OK. 

So we have to look at what’s actually happening out there. So 
what we did, we created a stress test, and in order to affirm our 
ratings, we had to anticipate that the funding cuts would continue 
every single year as long as the bond issue went on. And we made 
sure that debt service would be paid irregardless. So what I’m say- 
ing is that if we could — because the excess coverage was there, we 
could factor it into our rating. However, the track record that we’ve 
been looking at is changing. We looked at a pretty stable track 
record and a pretty strong track record, and now we have a more 
questionable track record. So the question is, what’s going to hap- 
pen in the future if cuts continue, are we still going to feel that 
there’s a strong track record? 

Mr. Clay. Let me reword the second question there. It’s a follow- 
up to what you said. Would the S&P view tax credits like, the low- 
income tax credit as more reliable than appropriations for PHA rat- 
ings? 

Ms. Dolber. Well, it’s a different mechanism that we usually see 
coming into a transaction at the beginning, and putting money on 
the table, if you will. And we look to see how those funds — from 
the sale of the tax credits are going to be used in the financing, 
you know, sometimes they’re used in development costs. So this is 
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where they reduce the amount of bonds that have to be issued. So 
that type of mechanism where money comes in up front and it’s on 
the table, but there are things that can affect whether it’s going to 
continue, whether the tax benefits of the tax credit are going to 
continue don’t really affect our ratings. 

In a sense, because the money is already there, it affects the tax 
credit investor because they could lose their tax credits. So if we’re 
rating an issue that’s based on the performance, for example, of the 
tax credit investor, which we sometimes do, we have to be con- 
cerned about what’s going to happen if it loses value for them and 
they’re not going to be there the way we expected them to be there, 
and usually we expect them to be there and — I mean, a lot of tax 
credit investors have actually put money into properties, and that’s 
something — ^because there’s a question about what could happen, 
we give what I would say soft credit to that. 

Mr. Clay. Thank you for that response. And my last question is 
for Mr. Tracey. Welcome. Are State housing authorities providing 
adequate lending options to local authorities who may not have the 
technical or economic base to access markets along — and please ex- 
plain how utilizing property and financing can expand the options 
available to public housing authorities. 

Mr. Tracey. When you mention State housing authorities, hous- 
ing finance authorities, the issuance of bonds? 

Mr. Clay. Yes, yes. 

Mr. Tracey. Thank you. Thank you. I would say generally, yes. 
Our experience has been favorable across the country, working 
with State housing finance agencies. Again, we’re looking for much 
the same as we had referenced consistency, predictability, not so 
much of the funding but of the processes themselves because that 
makes us more comfortable devoting resources, people resources, fi- 
nancial resources to certain markets. If we have a framework for 
working with various State agencies in the issuance of bonds where 
we — I won’t mention any particular jurisdictions, but where we’ve 
had difficulties is where the rules change, and the rules change fre- 
quently. 

And that creates a hindrance for us in order to provide our cap- 
ital. What we’re always looking for is additional places to use our 
resources and support community development, whether that be by 
providing construction financing, use of taxes and bonds or perma- 
nent financing by buying those bonds, creating secondary markets 
attracting other capital to purchase those bonds. So anything that 
adds or anything that, rather, reduces the friction in those mar- 
kets, eases costs of transactions, makes us more comfortable, more 
likely to put private capital into those particular jurisdictions. 

Mr. Clay. Thank you for that response. I yield back, Mr. Chair- 
man. 

Mr. Turner. We acknowledge that we’ve been joined by Charlie 
Dent from Pennsylvania, and Ms. Foxx from North Carolina. 

And Mr. Clancy, I’m going to ask you a question that is some- 
what off topic, but I’m going to explain, ask you the question so 
that you will understand why I’m asking it to you. Whenever we 
look at the issue of community development in addition to process 
and expertise and financing, there’s also public policy theory that 
gets overlaid on everything that we do; and in that discussion of 
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topics of public policy theory, from that, programs are designed, 
and rules are established that can restrict or that can permit the 
various types of development. 

One of those public policy theories that has been bantered about 
is the issue of public housing land and whether once public housing 
has been established on a piece of land, whether or not that piece 
of land shall therefore forever be public housing land. 

I happen to be of the opinion that with communities in shifting 
both in the location of populations, the shifting of even employment 
centers, the shifting and transportation routes, school populations, 
construction of schools and response to populations, but as a the- 
ory, that it is overly limiting for us to say that once public housing 
has been established on a piece of land, that it shall forever be pub- 
lic housing land. Our goal of providing affordable housing should 
not be tied to a historical decision that was made at another point 
in time when a community had other development factors. 

I was wondering if you might have an opinion on that, knowing 
the creative things that are occurring in your community and the 
shifts that have occurred in populations, if you believe that afford- 
able housing needs can be addressed without overly restricting 
once public housing land. 

Mr. Clancy. Affordable housing needs, I think, can only be ad- 
dressed effectively if, in fact, one is continually attentive to market 
forces and market dynamics, and that is, as you describe, Mr. 
Chairman, a shifting dynamic, value-shift in neighborhoods and 
property needs to be looked at in a very dynamic market-oriented 
way. I think that often people who espouse the theory that you are 
alluding to are really concerned about the extent to which there’s 
long-term commitment to serving the poor, and whether there’s 
some place, you know, some way to nail that down so that the com- 
mitment doesn’t get extinguished inappropriately. 

And I support that 1,000 percent, philosophically, ideologically, 
morally, and on a million other levels. But as a real estate profes- 
sional, I think it’s a huge mistake to take that to one-for-one re- 
placement or to take that to tying land, let’s say, to a particular 
use. The whole point is, you’ve got to be able to capture market val- 
ues. You’ve got to be able to utilize those values to support a di- 
verse population, and that’s, you know, very much the centerpiece, 
I think, of our approach. 

If I could come back to an earlier question that you asked, be- 
cause I had a further thought afterwards, smaller localities getting 
the sophistication to utilize a program like HOPE VI, you know, 
what are the things that HUD has done very successfully over time 
when the HOME Program first got passed, CPD, the Community 
Planning and Development section of HUD put out a series of tech- 
nical assistance contracts to organizations that then could work na- 
tionally with different localities in apprizing them of how to utilize 
the HOME Program to make them more able to be effective in how 
they designed local use of HOME. The same thing could be done 
to assure that localities — smaller localities, particularly, can ac- 
quire the expertise to utilize HOPE VI, and HUD could allocate 
some dollars for technical assistance out of public and Indian hous- 
ing that could support smaller authorities in that effort in the 
same way. 
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Mr. Turner. Mr. Tracey, similarly, I’m going to ask you a ques- 
tion that is more subjective. You had talked about the issue of the 
cumbersomeness of the process. And a great recommendation when 
looking at a safe harbor process where people could be not on a 
case-by-case basis waiting for approval, but know specifically the 
area of something that is a cookie cutter-type development that has 
occurred before a certainty of approval and a timeline for approval. 

So many times when we look at government bureaucracy, it can 
fall into two different categories of impact. One is cost, and another 
is just straight out barrier to entry, meaning that the cumbersome- 
ness is so great that the expertise required is a barrier for those 
who might otherwise enter it. 

Cost increase is something that the government can just continue 
to subsidize undesirably, but nevertheless we can. Barrier to entry, 
though, is something that rises to the level of completely thwarting 
our ultimate goal and objective. Knowing that the banks with the 
CRA have not only the cumbersomeness but incentive to go 
through the process, I wonder whether or not you believed that, in 
many instances, the types of cumbersomeness, the processes that 
you’re seeing, rise greater to the level of just cost, but actually 
thwart our ability to bring people into the process. 

Mr. Tracey. Well, actually, I do think that some of the issues 
that have been raised by all of the panelists today do result in bar- 
riers in entry, and not so much entry into community development 
as a whole, but rather pushing resources into a more certain and 
predictable area of community development. 

That’s likely one of the reasons why yields are so low and declin- 
ing in low-income housing tax credits because that is a more cer- 
tain or predictable program. It has a history. Many players have 
been involved in that market for quite a number of years. Our ex- 
perience, I think, on working with capital grant financing could 
also help illustrate the point. Our company was involved in struc- 
turing the very first cap grant financing which was a taxable loan 
to the D.C. Housing Authority here in Washington. 

And QHWRA had been around since 1998. We closed our trans- 
action, I think, in 2000. So it took 2 years for the first transaction 
to be closed after the legislation had been enacted that enabled 
that type of financing. Two years is a long time in the finance in- 
dustry. 

One of the issues was that there was no standard, no safe harbor 
for what the transaction would look like. We were making that up 
as we structured the financing with HUD and the D.C. Housing 
Authority. The one point that was still unsettled very close to clos- 
ing was the degree of leverage permitted, which is a critical point. 
How much of the cap grant payment stream would HUD permit 
the D.C. Housing Authority to borrow against? 

As those types of issues became resolved, then we’ve seen the 
market evolve; and private capital flows in; and instead of more ex- 
pensive taxable financing, which was what we were able to put to- 
gether 5 years ago, now we’re in the tax exempt arena with lower 
transaction costs on a pooled basis and so forth. All of that should 
have been compressed, though, into a much shorter timeframe 
rather than taking the 5 to 6 years that it did for that market to 
evolve. 
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And with consistent standards up front, more parties would have 
been attracted to that type of structure; and again, the lack of con- 
sistent standard of framework for that particular financing struc- 
ture, you know, it wouldn’t have acted as a barrier to entry. 

In 2000, Bank of America, D.C. Housing Authority, we were pret- 
ty much it, even though the legislation had been on the books for 
2 years. 

Mr. Turner. Thank you for that. I want to recognize Mr. Dent. 

Mr. Dent. Thank you, Mr. Chairman. Thank you for holding this 
hearing. Thanks, too, to our panelists. 

Mr. Clancy, over the past 20 years, one of the better Federal in- 
centives for private investment in affordable housing has been the 
Federal low-income housing tax credit. Many hundreds of units of 
affordable housing have been constructed and developed in my dis- 
trict because of this Federal initiative. However, over the past few 
years, that production has dropped off to near zero. What kinds of 
changes to the tax credit program would you recommend to 
strengthen that program? 

I’d like to start with you, Mr. Clancy. If any others have an opin- 
ion. I would be pleased to hear that. 

Mr. Clancy. It’s a multifaceted answer. And let me try to — the 
reason why production would have tailored off to zero in your dis- 
trict, I suspect, has more to do with some of the other resources 
that are necessary to make a tax credit project feasible. The tax 
credit program itself has continued and, as Mr. Tracey has said, 
has actually gotten somewhat more efficient over the last few 
years; but most tax credit developments have either significant — 
for example, in Pennsylvania, the State HOME Program of PHFA 
or local Community Development Block Grant or other resources 
going into the housing. 

So I don’t know the particular situation and why the decline is 
taking place. I do think generally the credit is a very specific and 
not very flexible vehicle and that one area that would make it more 
broadly useable would be if, in fact, instead of everybody having to 
be under 60 percent a median, let’s say, to get the credit, you might 
have a band of people who are at 30 percent a median and a band 
that are at 50 percent of the median and a band that might be at 
70 or 80 percent the median; and as long as it averaged out to 60, 
you could get credit on all the units, some of those kind of simplify- 
ing changes that would make it more flexible. But again, it’s been 
a very effective piece of legislation. 

The tax committees have made only minor changes to it; and it 
is, as you say, still the biggest resource that’s supporting affordable 
housing today. 

Mr. Dent. Anybody else want anything to that? 

Mr. Tracey. No. I would just make two comments. I would con- 
cur with what Mr. Clancy said about the need to create more in- 
come, diversification in low-income housing tax credit projects. If 
there has been a push to define affordable housing not just to sup- 
porting the very low income or low income but new definition, work 
force housing, those that 80 percent to 100 percent, 120 percent of 
median income are also struggling in finding adequate and afford- 
able housing as well. 
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And the second comment, too, would be to focus on both scarcity 
of land in many markets, and also the high cost of that land, which 
does prevent much affordable housing from being constructed, not- 
withstanding any tax credit programs. It’s just very high cost to 
entry in the affordable housing market because of the scarcity and 
the cost of the land in many of our markets. 

Mr. Dent. Thank you. Mr. Clancy, back to you. I know the Com- 
munity Builders often acts as the tax syndicator in tax credit deals. 
Is that correct? 

Mr. Clancy. Yes. We are a principal in the work that we do, but 
we also directly structure and design the tax credit investment and 
work directly with — Bank of America is one investor that we often 
work with. We work with many of the major financial institutions 
and directly structure investments with them. 

Mr. Dent. Can you describe the role that syndicator in those 
transactions and essentially in how they benefit? 

Mr. Clancy. Basically for us, it’s been really a critical tool of af- 
fordable housing, and I won’t bore you with the whole history; but 
going back to 1970 when we did the first nonprofit-sponsored tax 
shelter syndication for affordable housing in the South End of Bos- 
ton, the tax incentives available under the code — and obviously, 
since 1986, the low-income housing credit are such a central part 
that we end up, for example, in a typical transaction. Whether it’s 
HOPE VI or whether it’s just a tax credit transaction, we will end 
up with perhaps as much as 60 percent of our total development 
cost coming out of the tax credit value and as little as maybe 15 
percent coming out of a first mortgage financing. And let’s say the 
other 25 percent coming out of perhaps public housing capital or 
HOME or CDBG or other kind of grant resources. 

So in the mix, the largest private investment piece is the low-in- 
come housing tax credit. So being able to structure that effectively, 
being able to bring investors in on a basis that maximizes the re- 
turn to the project from their investment, and also one of the 
things that has been important for us in that industry for the last 
35 years, is to be able to bring investors in on the basis that is 
completely compatible with long-term affordability of that housing, 
is one of the structures that we’ve insisted on, as I say, going back 
35 years. 

Mr. Dent. Thank you. And I guess, finally, I will just maybe 
touch on HOPE VI, and maybe prior to my arriving here, you may 
have touched on that issue. But in my district, we have a substan- 
tial HOPE VI project underway, and it’s been helping us attract a 
considerable amount of private investment; and, of course, HOPE 
VI funding has been diminishing in recent years, and with it, a 
number of communities in which obviously housing projects can 
benefit. So that is a problem. 

Do you have any experience with HOPE VI? Any of you that you 
would like to speak to; and if so, what is it about that program that 
attracts so much private investment? 

Mr. Clancy. Well, I think, as I did stress in my testimony, I 
think one of the things that has enabled HOPE VI to do that has 
been that since 1995 in the competitive allocation rounds, it has ac- 
tually encouraged housing authorities to leverage the grant that 
they receive with private debt and equity; and so to be competitive 
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for funding, it really has created an active marketplace of housing 
authorities who, to get the money, have almost got to leverage the 
money with private debt and equity. 

So one of my recommendations is to look at the total funding for 
housing authorities, total capital funding and make more of it com- 
petitive so that, in fact, you get that same — and have the competi- 
tions he — provide a preference for leveraging and for taking a more 
comprehensive approach so that, in fact, you could expand the ex- 
tent to which public housing capital was leveraged with private 
debt and equity, was combined with things like the low-income 
housing tax credit. 

Because I think even though the HOPE VI work has been very 
high visibility and has been fairly dramatic in a number of places, 
we’ve still only really scratched the surface of the overall capital 
needs for public housing. And the more leverage that can be 
brought to meeting those needs, the quicker we’ll be able to meet 
more of them. 

Mr. Dent. Thank you. Anybody else wish to add anything on 
HOPE VI? 

Mr. Tracey. I would. Yes, thank you. 

Bank of America has been involved as a lender investor and ac- 
tually real estate developer in more than two dozen HOPE VI 
projects across the country, and our experience has generally been 
very positive. In particular, we view the multiplier effect as very 
common in the successful HOPE VI developments; and effect often 
gets overlooked in judging the success of the projects, we believe. 

One example is right up 95 on the west side of Baltimore, two 
different HOPE VI projects, Lexington Terrace and what’s now 
known as Heritage Crossing. Initially, homes were selling there for 
$65,000. So on the face of it, the criticism was, why should our gov- 
ernment be selling homes at $65,000 when they cost $165,000? But 
upwards of 5, 7, 8 years later, private capital has now been at- 
tracted into that area. There are homeowners from Washington 
now buying $400,000 homes in that same community, in the sur- 
rounding neighborhoods. 

The University of Maryland has now crossed over Martin Luther 
King Boulevard, which was a dividing line for the community, and 
has built a biotech center in that same community. So when taking 
the long view and stepping back and doing the overall returns to 
the community, we think the HOPE VI program has actually been 
very effective and very efficient. 

Mr. Dent. Thank you. I think it’s been a good program too. I just 
wanted to get your feedback on this. Thank you, Mr. Chairman. I 
have no further questions. 

Mr. Turner. Thank you. We’ve been notified that in the next 10 
minutes, we’ll have a series of votes. So what I’d like to do is in 
closing, allow each of you, if there are other thoughts that you have 
or other issues that we have not raised that you would like to place 
on the record or a question that you’ve heard someone else answer 
that you would like to comment on, get any closing additional 
thoughts that you might have that you would like to leave with us 
on the record. 

Before I do that, I would like to ask Ms. Dolber, our staff have 
prepared a number of questions that are highly technical in re- 
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sponse to your statements; and rather than go through those in 
this format, I was wondering if you might be kind enough if we 
submitted those questions to you in writing, if you would respond 
back to us in writing that we would make it part of this record. 

Ms. Dolber. Sure. I would be happy to. 

Mr. Turner. I would greatly appreciate that. And with that, I 
would like to turn for opportunities for closing statements. So I’ll 
start with Mr. Clancy. 

Mr. Clancy. Thank you, Mr. Chairman. And thank you for the 
opportunity to be here today. There’s just one item that I would 
point to that we haven’t expressly dealt with; and I did cover brief- 
ly in my written testimony; and that is that this same challenge 
of re-engineering and repositioning and dealing dynamically with 
distressed affordable housing assets exists in the privately owned 
Section 8 assisted housing portfolio that we’ve talked a lot about 
in the public housing arena. And the same kind of approaches are, 
I think, critically important in that arena. There is a section that 
was passed. Section 318 of the HUD Appropriations Act of 2006 — 
2005, gave a 2-year window for moving project-based Section 8 con- 
tracts from obsolete developments to new developments or to other 
developments. 

That’s the first real avenue for, in effect, applying a HOPE VI- 
type approach to distressed Section 8 properties; and I think hous- 
ing authorities should be encouraged; and I think HUD should be 
encouraged to look creatively at ways to use Section 318 to accom- 
plish some of the same things that the committee has viewed posi- 
tively that have been accomplished in public housing revitalization. 
Thank you very much. 

Mr. Turner. Thank you. Ms. Dolber. 

Ms. Dolber. Thank you. I’d also like to thank you again for in- 
viting us to be here. The communications with the capital markets 
about federally funded types of transactions is very important, and 
we really appreciate the opportunity to be able to provide our 
thoughts. 

I’ve mentioned the importance of communication. It really helps 
to help us make decisions about where things are going, and it 
helps investors as well. 

I wanted to make a comment about what Mr. Clancy said about 
competitive grants, if there was an aspect of competitiveness to it. 
While that might not work for a structured financing like the cap- 
ital funds securitizations that have been done because you have to 
know how much each PHA is going to get, the thing that would be 
beneficial for something like that would be that it does instill the 
competitive spirit and a drive for excellence, which is really needed 
in the industry. 

And if PHAs are going to get their own credit ratings as opposed 
to just getting ratings on issues that they might do, you know, a 
finite issue like the capital fund securitization, if they had their 
own ratings, that competitive ability to compete would help them 
a lot, I think, to move forward to that kind of thing. But in a strict- 
ly structured financing, it doesn’t work as well. 

Mr. Turner. Thank you. One of the questions that we have for 
you is your thoughts about transitioning to a rating for the agen- 
cies themselves and your recommendations on those processes. So 
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it’s good that you raise that in your closing because that’s one of 
the questions that we’ll be coming to. Mr. Tracey. 

Mr. Tracey. Just one final observation and really a summary. 
We talked quite a bit about the need for predictability, stability 
and funding sources for public housing from the providers of pri- 
vate capital. Also, however, there is a need for a legal structure for 
these transactions that provide secure collateral. Again, that comes 
due to the certainty involved in the transactions that we are lender 
or investor. Within the final point too, which we didn’t address is, 
which ties back to the reference to CRA, is the need from the pri- 
vate markets for adequate and consistent returns because if we 
build a market that’s dependent only on the negative incentives of 
CRA, we haven’t built a market that’s sustainable over time, be- 
cause as banks move in and out of compliance with CRA, as the 
regulation changed, it’s been weakened in recent years unfortu- 
nately. In our view, that will not provide the consistent source of 
capital, I think, we all want from our public housing authorities. 

So from our perspective, I think there’s often a misconception 
that our capital is limited by the CRA, and that’s really not a true 
statement. There is ample private capital that will flow into public 
housing markets, provided we have a stable, predictable source of 
funding, safe and secure collateral and adequate returns. 

Mr. Turner. Mr. Tracey, I appreciate your comments in that re- 
gard; and I do think that alone is an issue that this committee 
needs to pursue further, although the crux of our success may be 
the relationships that are currently there, through CRA and the 
banks and their expertise, our ability to encourage an expansion of 
these types of investment opportunities and greater — other indus- 
try sector participation is going to be based on our ability to transi- 
tion, make it more interactive, make it more stable and less of a 
negative consequence, more of a positive. I’m certain we’ll be hav- 
ing further discussions with you on your ideas and thoughts as how 
we can accomplish that. 

I want to thank all of you for your participation. I know that in 
addition to the time you’ve taken today, you’ve put in considerable 
preparation for your testimony today, but I also want to thank you 
for your dedication to your careers and your expertise to this im- 
portant area because I know each of you, as you look into the com- 
munities that you’ve impacted, can see real changes have occurred 
as a result of your choice to dedicate yourselves to what you’re 
doing and real changes for the lives of the people who have bene- 
fited for the programs and the projects which you’ve applied your 
expertise. So thank you for that. 

And with that, we’ll be adjourned. 

[Whereupon, at 11:19 a.m., the subcommittee was adjourned.] 
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